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ECONOMIC  REPORT 
OF  THE  PRESIDENT 
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ECONOMIC  REPORT  OF  THE  PRESIDENT 


To  the  Congress  of  the  United  States: 

The  American  econ(»ny  is  beginning  to  feel  the  effects  of  the  new 
policies  laimched  last  August. 

I  undertook  the  New  Economic  Policy  because  it  was  bec<xning 
clear  that  not  enough  was  being  done  to  meet  our  ambitious  goals  for 
the  American  economy.  The  new  measures  are  designed  to  bring  the 
Nation  to  higher  emfdoyment,  greater  price  stal^ty,  and  a  stronger 
intematicmal  positkm. 

The  essence  of  the  New  Economic  Policy  is  not  the  specific  list  of 
measures  we  announced  on  August  15;  it  is  the  determination  to  do  all 
that  is  necessary  to  achieve  the  Nation’s  goals. 

Nineteen  hundred  and  seventy-one  was  in  many  ways  a  good  economic 
year.  Total  employment,  total  output,  output  per  person,  real  houriy 
earnings,  and  real  income  after  tax  per  person  all  reached  new  highs.  The 
inflation  which  had  plagued  the  country  since  1965  began  to  subside.  In 
the  first  8  months  of  the  year  the  rate  of  inflation  was  30  percent  less  than 
in  the  same  months  of  1970. 

But  1  did  not  believe  this  was  enough  to  meet  the  Nation’s  needs. 
Although  the  rate  of  inflation  had  declined  before  August,  it  was  still 
too  high.  Althou^  unemf^yment  stopped  rising,  it  remained  near 
6  percent.  In  the  first  part  of  the  year,  our  international  balance-of- 
payments  deficit — the  excess  of  our  payments  to  the  rest  of  the  wcxid 
over  their  payments  to  us — had  risen  far  too  high. 

The  conditions  called  i<x  dedsive  actions.  On  August  15, 1  announced 
these  actions. 

Pint,  I  imposed  a  90-day  freeze  (xi  prices,  wages,  and  rents. 

Second,  I  suspended  omversion  of  dollars  into  gold  and  other  reserve 
assets. 

Third,  I  imposed  a  temporary  surcharge  on  imports  generally  at  the 
rate  of  10  percent. 

Fourth,  I  {nnposed  a  number  ci  tax  changes  intended  to  stimulate  the 
economy,  including  repeal  of  the  excise  tax  on  automobiles,  a  tax  credit 
for  investment,  and  reduction  of  income  taxes  on  individuals.  At  the  same 
time  I  took  steps  to  keep  the  budget  under  ccmtrol. 


The  package  of  measures  was  unprecedented  in  scope  and  degree.  My 
Administradem  had  strugg^  for  years  in  an  effort  to  check  the 
infladon  we  inherited  by  means  more  consistent  with  eccmomic  freedom 
than  price-wage  controls.  But  the  inflatkmary  momentum  generated 
by  the  policy  acdons  and  inactions  ai  1965-68  was  too  stubbcxti  to 
be  eradicated  by  these  means  alone.  Or  at  least  it  seemed  that  it  could 
only  be  eradicated  at  the  price  of  persistent  high  unemployment — and 
this  was  a  |mce  we  would  not  ask  the  American  people  to  pay. 

Similarly,  more  than  a  decade  of  balance-of-paymcnts  dcdcits  had  built 
up  an  overhang  of  oUigadons  and  distrust  which  no  longer  left  time  ftM* 
the  gradual  methods  of  correction  which  had  been  tried  earlier. 

The  measures  begun  on  August  15  will  have  effects  continuing  long 
into  the  future.  They  cannot  be  fully  evaluated  by  %vfaat  has  happened 
in  the  little  over  5  months  since  that  date.  Sdll  the  results  up  to  this  point 
have  been  extremely  encouraging. 

The  freeze  slowed  down  the  rate  of  inflaticxi  dramatically.  In  the  3 
months  of  its  duration  the  index  of  consumer  prices  rose  only  0.4  percent, 
compared  to  1.0  percent  in  the  previous  3  months.  The  freeze  was  a  great 
testimonial  to  the  public  s|mt  of  the  American  people,  because  that 
result  could  have  been  achieved  with  the  small  enforcement  staff  we 
had  cmly  if  the  pe(^>le  had  been  cooperating  vduntarily. 

The  freeze  was  fc^owed  by  a  comprehensive,  mandatory  system  of 
contrt^,  with  more  flexible  and  equitable  standards  than  were  possible 
during  the  6rst  90  days.  General  principles  and  specihe  r^:ulations  have 
been  formulated,  staffs  have  been  assembled  and  cases  are  being  decided. 
This  effort  is  under  the  direction  of  citizens  on  the  Price  Commission 
and  Pay  Board,  with  advice  from  other  citizens  on  special  panels  con¬ 
cerned  with  health  services,  State  and  local  government,  and  rent.  These 
citizens  are  dc^g  a  difficult  job,  doing  it  well,  and  the  Nation  is  in 
their  debt. 

While  this  inflation-control  system  was  being  put  in  place,  vigorous 
action  was  going  forward  on  the  international  front.  The  suspension  of 
the  convertibility  of  the  dollar  was  a  shock  felt  around  the  world.  The 
surcharge  emphasized  the  need  to  act  swiftly  and  decisively  to  improve 
our  position.  Happily,  the  process  of  adjustment  began  promptly,  with¬ 
out  disrupting  the  flow  of  international  business.  Other  currencies  rose 
in  cost  relative  to  the  U.S.  dollar.  As  a  result,  the  cost  of  foreign  goods 
increased  relative  to  the  cost  of  U.S.  goods,  improving  the  competitive 
position  of  American  workers  and  industries.  International  negotiations 
were  b^un  to  stabilize  exchange  rates  at  levels  that  would  help  in  cor¬ 
recting  the  worldwide  disequilibrium,  of  which  the  U.S.  balance-of- 


4 


payments  deficit  was  the  most  obvious  sympCtmi.  These  negotiations  led 
to  significant  agreements  a  number  of  points: 

1.  Realignment  of  exchange  rates,  with  other  currencies  rising 
in  cost  relative  to  the  ddlar,  as  part  of  which  we  agreed  to  recom¬ 
mend  to  Congress  that  the  price  of  gold  in  dollars  be  raised  when 
progress  had  been  made  in  trade  liberalization. 

2.  Conunitment  to  discussion  of  more  general  reform  of  the  inter¬ 
national  monetary  system. 

3.  Widening  of  the  permitted  range  of  variation  of  exchange 
rates,  pending  other  measures  of  reform. 

4.  Commitment  to  begin  discussions  to  reduce  trade  barriers, 
including  some  most  harmful  to  the  United  States. 

5.  Assumption  of  a  larger  share  of  the  costs  of  conuntm  defense 
by  some  of  our  allies. 

6.  Elimination  of  the  temporary  U.S.  surcharge  on  imports. 

The  third  part  of  the  August  15  action  was  the  stimulative  tax  {no¬ 
gram.  Enactment  of  this  [>ackage  by  Congress,  although  not  entirely  in 
the  form  I  had  {nt^xMed,  put  in  place  the  final  {xut  of  my  New  Economic 
Policy. 

In  {)art  as  a  result  of  this  program,  economic  activity  rose  more  i^idly 
in  the  latter  (xut  (rf  the  year.  In  the  fourth  quarter  real  output  increased 
at  the  aimual  rate  of  6  {nrcent,  compMured  with  about  3  {>ercent  in  the 
2  {Hevious  quarters.  Em{)loyment  rose  by  about  1.1  million  from  July 
to  December,  and  only  an  extraordinarily  large  rise  of  the  civilian  labor 
force — 1.3  million — kept  unemployment  from  falling. 

Nineteen  hundred  and  seventy-two  begins  on  a  note  of  much  greater 
confidence  than  prevailed  6  or  12  months  ago.  Output  is  rising  at  a  rate 
which  will  boost  employment  rapidly  and  eat  into  unem()loyment.  There 
is  every  reason  to  ex{)ect  this  rate  of  increase  to  continue.  The  Federal 
Government  has  ctmtributed  impretus  to  this  advance  by  tax  reductions 
and  cx()cnditure  increases.  The  Federal  Reserve  has  taken  ste[]s  to  create 
the  monetary  conditions  necessary  for  rapid  economic  expansion. 

The  0|)eration  of  the  new  control  system  in  an  economy  Mothout  in¬ 
flationary  pressure  oi  demand  holds  out  great  promise  <A  sharf^y  reduc¬ 
ing  the  inflation  rate.  We  are  converting  the  fear  of  peipetual  inflation 
into  a  growing  ho{)e  for  price  stability.  We  are  lifting  from  the  f)eople 
the  frustrating  anxiety  about  what  their  savings  and  their  income  will  be 
worth  a  year  from  now  or  5  years  from  now. 

For  the  first  time  in  over  a  decade  the  United  States  is  nKnmg 
decisively  to  restore  strength  to  its  international  economic  |X)atic»i. 

The  outlook  is  bright,  but  much  remains  to  be  done.  The  great  prob- 
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lem  k  to  gel  the  unemployment  rate  down  from  the  6-percent  level  where 
k  was  in  1971.  It  was  reduced  from  that  level  in  the  sixties  by  a  war 
buildup;  it  must  be  reduced  from  that  levd  in  the  seventies  by  the 
creation  of  peacetime  jobs. 

It  is  obvious  that  the  unemfdoyment  proUem  has  been  intensified  by 
the  reduction  of  over  2  million  defense-related  jobs  and  by  the  need  to 
squeeze  down  inflation.  But  6  percent  unenqdoyment  is  too  much,  and  I 
am  determined  to  reduce  that  number  significantly  in  1972. 

To  that  end  I  proposed  the  tax  reduction  package  of  1971.  Federal 
expenditures  vnll  rise  by  $25.2  billion  between  last  fiscal  year  and  fiscal 
1972.  Together  these  tax  reductions  and  expenditure  increases  win  leave 
a  budget  deficit  of  |38.8  billion  this  year.  If  we  were  at  fuU  employment 
in  the  present  fiscal  year,  expendkiues  would  exceed  receq)ts  by  $8.1 
billion.  This  is  strong  medicine,  and  I  do  not  propose  to  continue  its  use, 
but  we  have  taken  k  in  order  to  give  a  powerful  stimulus  to  emi^oyment. 

We  have  imposed  price  and  wage  controls  to  assiue  that  the  expansion 
of  demand  does  not  run  to  waste  in  more  inflation  but  generates  real 
output  and  real  em|^oyment 

We  have  suspended  dollar  convertibility  and  reduced  the  international 
cost  of  the  dollar  which  will  help  restore  the  competitive  positim  of  U.S. 
workers  and  therd>y  generate  jobs  for  them. 

We  have  instituted  a  public  service  employment  program  to  provide 
jobs  directly  for  people  who  find  it  especially  hard  to  get  work. 

We  have  expanded  the  number  of  people  on  federally  assisted  man- 
po%ver  programs  to  recend  levels. 

We  have  established  computerized  Job  Banks  to  help  match  up  job- 
sedters  and  job  vacancies. 

We  have  fxoposed  welfare  reform  to  increase  incentives  to 
enqdoyment. 

We  have  proposed  special  revenue  sharing  for  manpower  programs, 
to  make  them  more  effective. 

We  have  proposed  reviaon  of  the  minimum  wage  system  to  remove 
obstacles  to  the  employment  of  young  and  inexperienced  workers. 

We  expect  that  these  measures,  and  others,  will  contribute  to  a  sub¬ 
stantial  reduction  (rf  imemployment. 

In  addition  to  getting  unemployment  down,  a  second  maj<M’  economic 
task  before  us  is  to  develop  and  apply  the  price-wage  control  system, 
which  is  sdll  in  its  formative  stage,  to  the  point  where  its  objective  is 
achieved.  The  objective  of  the  controls  is  a  state  of  affairs  in  which  rea- 
sonaUe  price  stability  can  be  maintained  without  controls.  That  state  of 
affairs  can  and  will  be  reached.  How  long  it  will  take,  no  one  can  say. 
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We  wiU  persevere  until  the  goal  is  reached,  but  we  will  not  keep  the 
controls  (xie  day  longer  than  necessary. 

The  success  of  the  stabilization  program  depends  fundamentally  upon 
the  cooperation  of  the  American  people.  This  means  not  only  compliance 
with  the  regulations.  It  means  also  mutual  understanding  of  the  difficul¬ 
ties  that  all  of  us — working  people,  businessmen,  ccxisumers,  farmers. 
Government  officials — encounter  in  this  new  and  complicated  program. 
Our  experience  in  the  past  few  months  convinces  me  that  we  shall  have 
this  necessary  ingredient  for  success. 

We  embarked  last  year  on  another  great  task — to  create  an  inter¬ 
national  economic  system  in  which  we  and  others  can  reap  the  benefits  of 
the  exchange  of  goods  and  services  without  danger  to  our  domestic  econ¬ 
omies.  Despite  all  the  troubles  in  this  field  in  recent  years  both  the 
American  people  and  our  trading  partners  are  enjoying  on  a  larger  scale 
than  ever  before  what  is  the  object  of  the  whole  international  economic 
exercise — consumption  of  foreign  goods  that  are  better  or  cheaper  or 
more  interesting  than  domestic  goods,  as  well  as  foreign  travel  and  profit¬ 
able  investment  abroad. 

We  don’t  want  to  reduce  these  benefits.  We  want  to  expand  them.  To 
do  that,  we  in  the  United  States  must  be  able  to  pay  in  the  way  that  is 
best — chiefly  by  selling  abroad  those  things  that  we  produce  best  or  more 
cheaf^y,  including  the  products  of  our  agriculture  and  our  other  high- 
technology  industries.  This  is  our  objective  in  the  international  discussions 
launched  by  our  acts  of  last  year  and  continuing  this  year. 

These  tasks,  in  which  Government  takes  the  lead,  are  superimposed 
on  the  fundamental  task  of  the  American  economy,  upon  which  the 
welfare  of  the  people  most  depends  and  which  is  basically  performed  by 
the  people  and  not  by  the  Government.  That  fundamental  task  is  the 
efficient  and  innovative  production  of  the  goods  and  services  that  the 
American  people  want.  That  is  why  I  have  emphasized  the  need  for 
greater  productivity  and  a  resurgence  of  the  competitive  spirit. 

The  outstanding  performance  of  the  American  economy  in  this  respect 
provides  a  background  of  strength  which  permits  the  Government  to  face 
its  economic  problems  with  confidence  and  to  bring  about  a  new 
prosperity  without  inflation  and  without  war. 

January  27,  1972. 
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LETTER  OF  TRANSMITTAL 

Council  of  Economic  Advisers, 
Washington,  D.C.,  January  24, 1972. 

The  President: 

Sir:  The  Council  of  Economic  Advisers  herewith  submits  its  Annual 
Report,  January  1972,  in  accordance  with  Section  4(c)  (2)  of  the  Employ¬ 
ment  Act  of  1946. 

Respectfully, 

Herbert  Stein, 

Chairman. 


11 


CONTENTS 


Pagt 


Economic  Review  and  Prospect — Summary .  19 

The  Longer  View .  19 

Urgent  Problem!  of  1971 .  20 

Early  Performance  in  1971 .  21 

The  New  Economic  PcJicy .  22 

Pint  Results .  24 

OuUook  for  1972 .  25 

Progress  in  the  World  Economy .  27 

Chapter  1.  Performance  and  Poucy  to  Mid-August .  29 

Demand,  Ou^nit,  and  the  Labor  Market .  30 

Demand  Patterns .  30 

Labor  Market .  35 

Prices  and  Costs .  40 

Prices .  41 

Compensation  and  Wages .  45 

Productivity  and  Labor  Costs .  51 

Corporate  Costs  and  Prices .  51 

Incomes  in  Agriculture .  55 

Financial  Policy  and  Financial  Markets .  56 

Monetary  Policy .  56 

Interest  Rates .  59 

Fiscal  Policy  to  August  15 .  64 

The  New  Economic  Policy .  65 

Where  We  Stood  (HI  August  15 .  65 

The  August  15  Decisions .  67 

Fiscal  Elements  in  the  New  Economic  Policy .  69 

Chapter  2.  Inflation  Control  Under  the  Economic  Stabili¬ 
zation  Act .  73 

The  ConstnicticHi  Program .  74 

August  15:  The  Wage-Price  Freeze .  75 

Phase  II :  Issues  and  Organization .  82 

Price  Commission  and  Pay  Board  Standards .  88 

Phase  II  Operations .  92 

Extensi(U)  of  the  Stabilization  Auduxity .  95 

Assessment .  95 


451-S8B0— TS - 2 


13 


Pagt 


Chapter  3.  Outlook  and  Policy .  101 

Developments  in  the  Fourth  Quarter  <^1971 .  102 

The  OuUook  for  1972 . 103 

Prices  and  Price- Wage  Policy .  107 

Employment  and  Unemployment .  108 

Inflation  and  Unemployment  in  the  Long  Run .  Ill 

The  Control  of  Demand .  Ill 

Views  of  the  Inflation  and  Unemployment  Problem .  112 

Characteristics  of  the  Labor  Force .  113 

Chapter  4.  Effective  Use  of  Resources .  117 

National  Commission  on  Productivity .  117 

Energy .  118 

Environmental  Quality .  122 

Research  and  Development .  125 

Rationale  for  Government  Involvement .  126 

Recent  Developments .  128 

Expanded  Support  for  R&D .  130 

Surface  Freight  Transportation .  130 

Regulatory  Modernization  Act  of  1971 .  133 

Factors  Affecting  the  Transition .  134 

Rail  Passenger  Service .  135 

Health  and  Medical  Care .  135 

Trends  in  Health  Indicators  in  the  United  States .  138 

Financing  Medical  Care .  138 

National  Health  Insurance  Proposals .  140 

Chapter  5.  The  United  States  and  the  World  Economy .  142 

The  Recognition  of  Disequilibrium .  143 

Reactions  to  the  U.S.  Deficit .  146 

August  15 .  148 

Balance-of- Payments  Analysis .  149 

Balance  on  Goods,  Services,  and  Remittances .  149 

Cyclically  Adjusted  Balances . 152 

The  Capital  Accounts .  153 

Balance  on  Current  Account  and  Long-Term  Capital ...  154 

The  Size  of  the  Required  Correction .  154 

Developments  After  August  15 .  155 

Alternative  Routes  to  Realignment .  155 

Realignment  Through  Floating .  156 

Reluctance  to  Revalue  Against  the  Dollar .  159 

Reluctance  to  Revalue  Against  Other  Currencies .  159 

Reluctance  to  Correct  by  Revaluation  Alone .  160 

Final  Negotiations  on  Exchange  Rate  Realignment .  161 


14 


Chapter  5.  The  United  States  and  the  World  Economy — Con. 

F*g0 


International  Monetary  Reform .  161 

Trade  Policy  Developments  in  1971 .  164 

Export  Policy .  166 

Easing  the  Adjustment  to  Imports .  168 

Ag^cultural  Trade .  170 

East- West  Trade .  172 

Generalized  Preferences  for  Exports  of  Developing 

Countries .  173 

A  Positive  Program  for  Freer  Trade .  173 

Appendixes: 

A.  Report  to  the  President  on  the  Activities  of  the  Council 

of  Economic  Advisers  During  1971 .  177 

B.  Statistical  Tables  Relating  to  Income,  Employment,  and 

Production .  189 

List  of  Tables  and  Charts 

Tablts 

1.  Changes  in  Gross  National  Product  in  Current  and  Constant 

DoUars,  1968  III  to  1971  III .  31 

2.  Changes  in  Personal  Income,  Taxes,  and  Disposable  Income, 

1967  III  to  1971  III .  32 

3.  Changes  in  the  Working-Age  Population,  Armed  Forces,  and 

Labor  Force,  1962  to  1971  III .  35 

4.  Employment  Attributable  to  Defense  Expenditures  and  Per¬ 

sonnel  Requirements,  1965  and  1968-71 .  38 

5.  Selected  Unemployment  Rates,  1969  IV-1971  IV .  38 

6.  Changes  in  Consumer  Prices  for  All  Items  and  All  Items  Less 

Food  and  Mortgage  Interest,  December  1968  to  August 
1971 .  43 

7.  Alternative  Measures  of  Price  Changes  for  Gross  National 

Product  and  Gross  Private  Product,  1968  I  to  1971  IV. . . .  45 

8.  Rates  of  Increase  of  Hourly  Compensation  During  Expansions 

and  Recessions,  1947  IV  to  1970  IV .  48 

9.  Changes  in  Adjusted  Average  Hourly  Earnings  of  Private 

Nonfarm  Production  or  Nonsupervisory  Workers,  1968  III 
to  1971  III .  49 

10.  Wage  Rate  Increases  in  Major  Collective  Bargaining  Agree¬ 

ments,  1969-71 .  49 

11.  Rise  of  White-Collar  Salaries,  Selected  Occupations  in 

Private  Industry,  1961  to  1971 .  50 

12.  Changes  in  Compensation,  Productivity,  and  Labor  Costs  in 

the  Private  Nonfarm  Ek:onomy,  1962  to  1971  III .  53 

13.  Changes  in  Prices,  Costs,  and  Profits  Per  Unit  of  Ou-.put  for 

Nonfinancial  Corporations,  1966  III  to  1971  III .  54 


15 


List  of  Tables  and  Charts — Continued 
TabUs — Continutd  Pagt 

14.  Distribution  of  Gross  Product  Originating  in  Nonfinancial 

Corporations,  1947-71 .  — .  55 

15.  Amount  and  Composition  oi  Individuals’  Saving,  1968-1971 

III .  58 

16.  Sources  and  Uses  of  Fimds,  Nonfarm  Nonfinancial  Corporate 

Business,  1968-1971  III .  59 

17.  Interest  Rates,  1970-71 .  60 

18.  Flows  of  Savings  Deposits  Through  Savings  Institutions, 

1968-1971  III .  62 

19.  Effect  on  Fiscal  Year  1972  Budget  of  Tax  and  Expenditiure 

Changes  in  New  Economic  Pi^cy .  71 

20.  Changes  in  Consumer  Prices,  Selected  Months,  1971 .  81 

21.  Changes  in  Consumer  Prices,  Selected  Items,  October  to 

November  1971 .  81 

22.  Changes  in  Wholesale  Industrial  Commodity  Prices,  Selected 

Months,  1971 .  82 

23.  Required  Reporting  of  Price  and  Wage  Increases .  87 

24.  Employment  Status  of  Male  Vietnam  Era  Veterans  and  Non¬ 

veterans  20-29  Years  of  Age,  Fourth  Quarter,  1969-71 ....  109 

25.  Hypothetical  Unemployment  Rates  Based  on  1956  Unemploy¬ 


ment  Rates  and  Distribution  of  Civilian  Labor  Force,  by 
Age  and  Sex:  Selected  Years,  1956-71,  and  Projections, 


1985  .  115 

26.  Distribution  ci  Funds  for  Research  and  Development,  by  Fund¬ 

ing  Source  and  Perfixmier,  Calendar  Year  1971 .  125 

27.  Distribution  of  Federal  Expenditures  for  Research  and  Devel¬ 

opment  by  Major  Fimction,  Fiscal  Years  1960,  1965,  and 
1971 .  129 

28.  Return  on  Stockholders’  Equity  for  Class  I  Railroads,  Class  I 

Motor  Caniers,  Classes  A  and  B  Inland  and  Coastal  Water 
Carriers,  and  All  Manufacturing  Corporations,  1967-70. . . .  132 

29.  Freight  Ton-Miles  Shipped  by  Type  oi  Carrier,  Selected  Years, 

1960-70 . 133 

30.  Measures  of  Life  Expectancy  and  Mortality  in  the  United 

States  and  Other  Coimtries  in  the  Organization  for  Economic 
Cooperation  and  Development,  Varioiu  Years,  1960-69. . .  137 

31.  Changes  in  Exchange  Rates  of  Major  Currencies  Against  the 

Dollar,  January  1,  1971  to  December  31,  1971 .  143 

32.  Official  Reserves,  by  Country,  1968-71 .  146 

33.  U.S.  Balance  of  Payments,  1960-71 .  150 

34.  Changes  in  U.S.  Relative  Cost  and  Price  Position,  1961-71 . .  152 


16 


List  of  Tables  and  Charts — Continued 


Charts  Page 

1.  Changes  in  GNP  and  Prices,  and  the  Unemployment  Rate. . .  23 

2.  Labor  Force,  Employment,  and  Armed  Forces .  36 

3.  Unemployment  Rates,  1971 .  39 

4.  Changes  in  Consumer  Prices .  42 

5.  Changes  in  Wholesale  Prices .  44 

6.  Changes  in  Selected  Price  Measures .  46 

7.  Changes  in  Compensation,  Productivity,  Labor  Costs,  and 

Prices  (Private  Nonfarm  Sector) .  52 

8.  Interest  Rates .  61 

9.  Post-Freeze  Organization .  86 

10.  Foreign  Exchange  Rates .  157 


17 


Economic  Review  and  Prospect 
A  Summary 

Rardy  has  ecoiuMnic  policy  made  so  much  news  as  in  1971.  The  freeze 
and  Phase  II,  closing  the  gold  window  and  prospective  devaluaticm,  domestic 
and  intemationsJ  meetings  at  Camp  David,  the  Azores,  the  Smithsonian  In¬ 
stitution,  and  Bermuda,  Key  Biscayne,  and  San  Clemente — all  were  con¬ 
tinuing  headline  stories.  These  dramatic  events  were  part  of  the  process  of 
dealing  with  problems  in  the  forefront  of  public  attention — inflation,  unem¬ 
ployment,  the  international  positicm  of  the  U.S.  economy. 

These  policies  and  their  sequels  and  consequences  will  be  the  economic 
news  of  1972.  Most  of  this  report  is  devoted  to  them.  But  this  inevitable  con¬ 
centration  on  the  news,  whether  in  the  press  or  in  this  repnrt,  can  give  a  mis¬ 
leading  impression  of  what  is  happening.  The  most  important  part  of  what 
ti  happening,  at  least  in  the  held  of  economics,  is  not  Miat  was  new  last  year 
or  what  will  be  new  this  year,  but  what  is  continuing. 

THE  LONGER  VIEW 

Before  turning  to  the  news  it  is  worthwhile  to  point  out  some  the  facts 
that  are  not  news.  The  simplest  and  most  far  reaching  is  that  total  output 
per  aq>ita  in  1971  was  higher  in  the  United  States  than  anywhere  ebe  in  the 
world.  Output  per  worker,  per  hour  of  work  and — as  far  as  can  be  esti¬ 
mated — per  unit  of  all  resources  were  also  the  highest  in  the  %vofid.  In  all 
of  these  dimensions  the  economy  continued  to  progress  in  1971.  In  all  of 
them  the  figures  showed  record  hi^u  Ust  year.  Labta*  productivity — output 
per  hour  of  urork — rose  more  rapidly  than  it  had  for  several  years. 

In  1971,  as  in  1970  and  1%9,  there  was  a  major  shift  in  the  allocation  of 
total  output  from  military  to  civilism  uses.  Measured  in  yearend  1971  dollars 
the  annual  rate  of  nationsJ  defense  spending  declined  by  |25  billion  from 
the  fourth  quarter  of  1968  to  the  fourth  quarter  of  1971,  or  from  9.4  percent 
of  GNP  to  6.7  percent.  In  1971,  as  in  most  odier  years,  the  largest  part  of 
the  increase  in  totsd  output  was  devoted  to  private  consiunptkm.  Real  pri¬ 
vate  consumption  increased  3.4  percent  from  1970  to  1971,  or  2.2  percent 
per  capita.  It  amounted  to  $3,200  per  csq>ita  in  1971  prices. 

Most  of  the  national  income,  and  most  of  the  increase  of  the  national 
income,  is  the  compensation  of  employees.  In  recent  years  an  extraordi¬ 
narily  large  share  of  the  increase  of  the  national  income,  91  percent  from 
1968  to  1971,  has  gone  into  labor  compensatiMi.  Real  compensation  per  hour 
of  work  increased  2.5  percent  from  1970  to  1971,  compared  to  1.2  percent 
average  from  1968  to  1970.  On  the  average  during  1971  there  were  79  million 


people  at  work,  the  highest  number  on  record.  In  November  the  count 
passed  80  million  for  the  first  time. 

The  efficient  use  of  resources  reflected  in  these  figures  is  so  commonplace 
in  America  that  it  is  rarely  :iews.  However,  in  the  context  of  world  history, 
the  American  achievement  is  excepticmal.  It  has  not  occurred  automatically, 
but  is  the  result  of  private  and  public  efforts.  In  1971,  as  in  the  past,  meas¬ 
ures  to  improve  efficiency  were  important  components  of  government  policy. 

In  Chapter  4  of  this  Report  we  discuss  issues  relating  to  the  continuing 
effectiveness  of  the  economic  system  that  are  now  of  special  concern.  Hiey 
are  issues  of  national  policy  with  respect  to  improvement  of  the  environment, 
the  supply  of  energy,  research  and  development,  surface  freight  tran^rta- 
tion,  and  the  provision  of  health  care.  Each  of  these  issues  has  its  unique 
features,  but  one  aspect  common  to  all  of  them  should  be  emphasized  at 
this  time  when  we  are  engaged  in  comprehensive  regulation  of  prices:  They 
all  reveal  the  difficulties  that  arise  in  the  absence  of  an  adaptive  price  sys¬ 
tem,  whether  that  absence  results  from  the  natund  condition  of  the  private 
economy  or  from  government  regulaticm. 

The  basic  enviixHimental  problem,  for  example,  is  that  some  resources, 
like  air,  are  common  property  and  consequently  the  private  eomomic  sys¬ 
tem  does  not  put  a  price  on  their  use.  The  result  is  overuse  or  misuse — 
such  as  die  diunping  of  excess  pollutants  into  the  air.  Similariy,  much  of  the 
knowledge  that  can  be  created  by  research  and  development  becomes  a  free 
good,  so  that  private  people  do  not  have  an  adequate  incentive  to  produce  it. 
A  part  of  the  health  problem  is  the  difficulty  cA  finding  a  pricing  system 
for  medicsd  care  which  gives  an  incentive  to  ectmomy  in  its  use  but  at  the 
same  time  assures  adequate  service  for  all.  In  the  field  of  enei^  we  see  that  a 
shortage  and  high  prices  of  fuels  may  be  caused  by  regulation  intended  to 
hold  down  the  price  of  fuel.  And  in  surface  freight  transportation  too  strin¬ 
gent  regulation  of  rates  keeps  goods  from  being  moved  in  the  most  efficient 
and  cheapest  way. 

The  lesson  ci  all  this  is  not  laissez-faire.  There  are  conditions  where  a 
functioning  price  system  does  not  naturally  exist  and  has  to  be  created 
or  simulated.  But  the  lesson  is  of  the  great  and  cumulative  losses  likely  to 
result  from  continued  suppression  of  the  price  system  where  it  is  function¬ 
ing  in  anything  like  the  normal  manner. 

URGENT  PROBLEMS  OF  1971 

However  important  such  matters  are  for  the  long  run,  they  were  over¬ 
shadowed  in  1971  by  the  urgent  questions  of  unemployment,  inflation,  and 
the  balance  of  payments.  At  the  beginning  of  1971  each  of  these  problems 
had  already  been  around  for  a  long  time.  The  balance-of-payments  prob¬ 
lem  was  the  oldest.  There  had  been  uninterrupted  concern  with  the  ex¬ 
cess  of  U.S.  payments  abroad  over  receipts  from  abroad  since  1959.  At¬ 
tempts  had  been  made  from  time  to  time  to  limit  the  outflow  of  dollars 
by  contrc^  on  csqjital  flows  and  in  other  ways — but  without  lasting  success. 
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The  inflation  problem  had  itt  origin  in  the  middle  oi  1965,  with  the  increaie 
of  spending  for  the  Vietnam  war,  the  steeply  rising  budgetary  deficit  at  high 
employment,  and  the  monetary  expansion  that  accompanied  it.  Unemploy¬ 
ment  had  been  high  although  declining  throughout  the  early  1960’s  until  the 
Vietnam  inflationary  boom  forced  it  down  to  low  levds. 

As  1971  opened  there  was  common  expectation  that  progress  would  be 
made  on  all  these  fronts.  The  rise  of  output  which  began  in  the  sprii^  of 
1970  had  been  interrupted  in  October  by  the  General  Motors  Gorp. 
strike.  But  after  the  strike  settlement  the  general  expectation  was  that  recov¬ 
ery  would  be  resumed  at  a  faster  pace  and  unemployment  would  decHne 
moderately  in  1971.  lliat  was  expected  to  be  followed  by  a  more  certain 
and  larger  decline  in  1972.  Moreover,  a  widespread  belief  prevailed  in  and 
out  of  the  Administration  that  1971  would  see  a  clear  reduction  in  die  rate 
of  inflation. 

Certainly  the  acceleration  of  the  inflation  rate  had  come  to  a  halt.  Per¬ 
sistent  operaticm  of  the  economy  below  potential  in  1971,  even  though 
the  economy  was  rising,  seemed  to  offer  reasons  for  expecting  a  reduction 
of  the  inflation  rate.  The  inflation  would  still  be  proceeding  too  fast  when 
the  year  ended;  but  the  rate  would  have  declined,  and  furdier  decline 
would  be  in  sight.  Steady  expiansion  in  the  U.S.  econcxny,  with  rising  produc¬ 
tivity  and  a  declining  rate  inflation,  would  also  help  to  strengthen  our 
net  export  position  and  set  us  on  the  way  to  regaining  balance-of-payments 
equilibrium. 

The  Administration’s  goals  went  beyond  this  common  appraisal  of  the  year 
1971.  It  believed  that  a  more  rapid  expansion  of  the  ecoitomy  than  was 
generally  forecast  was  desirable  and  feasible.  The  desirable  and  feasible 
path  was  believed  to  be  one  that  would  bring  the  unemployment  rate  down 
to  the  zone  of  454  percent  by  the  middle  oi  1972. 

The  Administration  believed  that  existing  policy  would  move  the  economy 
along  that  path.  That  policy  consisted  of  a  budget  that  would  keep  ex¬ 
penditures  from  exceeding  the  revenues  that  would  be  collected  at  full  em¬ 
ployment,  but  that  would  show  large  deficits  in  fiscal  years  1971  and  1972, 
and  a  complementary  monetary  policy.  More  important,  the  Administration 
emphasized  its  preparedness  to  adjust  policy  if  evidence  indicated  the  need 
to  do  so.  Tile  Administration’s  forecast  that  the  economy  would  move 
along  the  feasible  path  was  a  forecast  that  policy  would  be  adapted  to 
achieve  the  desired  result 

The  Administration  also  indicated,  in  the  Economic  Report  of  1971,  its 
readiness  to  move  directly  to  restrsun  price  and  wage  increases  that  were 
not  justified  by  competitive  market  conditions  and  were  helping  to  prolong 
the  inflation  and  unemployment.  It  did  not,  however,  forecast  conditions  that 
would  make  comprehensive,  mandatory  price  and  wage  controls  appropriate. 

EARLY  PERFORMANCE  IN  1971 

In  the  first  quarter  of  1971  real  output  rose  at  an  annual  rate  of  8  percent, 
the  highest  quarterly  rise  since  early  1966.  The  unem]rioyment  rate  de- 
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dined  from  6.1  percent  in  December  1970  to  5.9  percent  in  February. 
The  annual  rate  of  increase  of  ccmsumer  prices  in  the  first  4  months  (rf 
1971  was  2.9  percent,  compared  to  6.3  percent  in  the  corresponding  period 
of  1970.  The  surplus  in  foreign  trade  rose  in  the  first  quarter  (seasonally 
adjusted). 

Total  output  continued  to  rise  throughout  the  year,  and  in  the  end  it 
was  close  to  the  common  expectations  with  which  the  year  had  opened. 
However,  as  the  months  of  spring  and  early  summer  passed  it  became 
increasingly  clear  that  >  the  economy  was  not  meeting  the  more  ambitious 
goals  of  the  Administrattion.  First  quarter  GNP  had  been  bolstered  by 
the  makeup  from  the  General  Motors  strike  to  a  greater  degree  than 
had  been  expected,  and  to  a  lesser  degree  by  products  other  than  automo¬ 
biles.  The  rate  of  increase  of  real  GNP  fell  to  3.4  percent  in  the  second 
quarter — not  enough  to  reduce  the  unemployment  rate.  The  decline  of  the 
unemployment  rate  from  December  to  February  had  not  turned  out  to  be 
the  beginning  of  a  steady  improvement;  by  May  the  rate  had  returned  to 
its  December  level.  The  decline  in  the  rate  of  increase  of  the  consumer  price 
index  had  not  continued,  nor  had  the  slowdown  of  inflation  been  confirmed 
by  other  measures.  Although  almost  all  measures  showed  that  the  rate  of  in¬ 
flation  was  lower  than  it  had  been  at  its  earlier  peak,  they  gave  little 
assurance  that  the  rate  was  still  declining. 

The  second  quarter  also  brought  a  rapid  deterioration  in  the  U.S.  balance- 
of-payments  ]X)sition.  The  trade  balance,  which  had  improved  briefly  in  the 
first  quarter,  fell  sharply  in  the  spring.  In  addition  the  decline  in  U.S.  inter¬ 
est  rates  relative  to  interest  rates  abroad  in  the  early  part  of  the  year  sharply 
increased  the  outflow  of  funds  from  the  United  States.  These  events  gave  rise 
to  speculation  which  worsened  the  position  further. 

The  combination  of  problems  created  a  dilemma  for  economic  policy. 
A  rate  of  expansion  and  a  level  of  unemployment  less  favorable  than  policy 
had  projected  could  have  been  remedied  by  more  expansive  fiscal  and  mone¬ 
tary  measures.  But  this  remedy  would  have  made  the  other  problems  worse. 
It  would  have  stimulated  the  still  lively  expectations  of  continuing  or  even 
accelerating  inflation  and  it  would  have  speeded  up  the  flight  from  the 
dollar.  The  problems  had  to  be  dealt  with  simultaneously. 

THE  NEW  ECONOMIC  POLICY 

This  combination  of  facts  and  possibilities  led  to  the  decisive  change  of 
policy  that  was  announced  on  August  15.  The  United  States  suspended 
the  convertibility  of  the  dollar  into  gold  or  other  reserve  assets,  for  the  first 
time  since  1934.  It  imposed  a  temporary  surcharge,  generally  at  the  rate 
of  10  percent,  on  dutiable  imports.  Prices,  wages,  and  rents  were  frozen  for 
90  days,  to  be  followed  by  a  more  flexible  and  durable — but  still  temix>rary — 
system  of  mandatory  controls.  A  package  of  tax  reductions  was  proposed  to 
stimulate  economic  expansion. 

The  suspension  of  dollar  convertibility  and  the  freeze  were  the  dramatic 
dements  in  the  announcement,  and  this  might  have  led  to  an  impression 
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that  the  program  was  aimed  primarily  at  solving  the  problems  of  the  balance 
of  payments  and  inflation  rather  than  the  pwoblem  of  unemployment  In 
fact,  the  program  was  directed  at  all  three  problems.  The  international 
measures  and  the  price-wage  controls  were  both  designed  to  create  con¬ 
ditions  in  which  a  more  expansive  budget  policy  would  be  safer  amd  more 
effective.  The  measures  to  deal  wkh  inflation  and  the  balance-of-payments 
deficit  were  also  expected  to  contribute  to  a  reduction  of  unemployment. 
The  import  surcharge  and  the  expected  realignment  currencies  would 
raise  U.S.  net  exports,  and  as  a  byproduct  ccmtribute  to  employment  in  that 
way.  Similarly,  the  price-wage  ccmtrol  system  was  intended  to  stimulate 
spending  and  employment  by  reducing  the  inflation-anxiety  of  consumers 
and  businessmen. 

Tire  two  dramatic  steps — the  price-wage  controls  and  the  suspension 
of  convertibility — had  quite  different  roles  in  the  future  of  the  American 
econ<»ny.  lire  price-wage  controls  were  meant  to  be  emergency  expedients, 
required  in  a  particular  historical  context  but  expected  to  fade  away,  leav¬ 
ing  no  permanent  change  in  the  system  except  the  eradication  of  inflation¬ 
ary  expectations.  The  suspension  of  convertibility,  on  the  other  hand, 
signalled  the  determination  of  the  United  States  to  achie\'e  a  permanent 
reform  of  the  international  monetary  systnn. 

By  the  end  of  1971  substantial  progress  had  been  made  in  putting  in  place 
the  {wlicies  announced  on  August  15.  The  Revenue  Act  of  1971,  signed  on 
December  10,  incorporated  the  President’s  tax  recommendations,  with  some 
revisions. 

On  December  18  the  United  States  and  10  other  major  industrial 
countries  agreed  to  a  new  set  of  international  currency  relationships  and 
to  intensive  negotiations  looking  toward  short-term  measures  of  trade  lib¬ 
eralization.  At  the  same  time  they  agreed  to  push  on  with  longer-term 
discussions  on  new  trade  policies  and  on  the  international  monetary  system. 

The  price-wage  freeze  had  given  way  to  Phase  II  on  November  14.  The 
basic  machinery  had  been  established:  The  Pay  Board,  the  Price  Commis¬ 
sion,  and  other  bodies  had  been  set  up  under  general  coordination  by  the 
Cost  o(  Living  Council.  Overall  principles  had  been  set  forth  and  specific 
r^;ulations  issued  on  a  great  many  subjects.  Individual  cases  were  being  de¬ 
cided.  The  system  would  be  evolving  as  long  as  it  lasted,  but  it  was  opera¬ 
tional  by  the  end  of  1971. 

FIRST  RESULTS 

Some  of  the  first  results  of  the  New  Economic  Policy  were  already  visible 
before  1971  ended.  The  most  obvious  were  in  the  behavior  of  prices.  The 
consumer  price  index  rose  0.4  percent,  seasonally  adjusted,  from  August 
to  November,  compared  to  1.0  percent  in  the  previous  3  months.  The  index 
of  industrial  wholesale  pnices  declined  0.3  percent,  seasonally  adjusted,  com¬ 
pared  to  an  increase  of  1.6  percent  in  the  previous  3  m<mths.  In  December 
both  indexes  rose  more  rapidly,  as  was  to  be  expected  for  a  while  iiiune- 
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diately  after  the  freeze.  Neverthekse,  it  was  clear  that  the  inflatko  rate  had 
been  slowed. 

Expansive  effects  of  the  new  pcJicy  were  less  clear  and  prompt,  except  in 
the  case  of  automobile  sales.  The  annual  rate  of  sales  of  domestic  autos 
rose  to  10.1  million  in  the  3  months  after  August  15,  compared  with  8.2 
million  in  the  previous  3  months.  This  increase  was  due  in  piart  to  the 
elimination  of  the  7>percent  excise  tax  on  automobiles;  this  change  was  not 
enacted  into  law  until  December,  but  it  was  known  that  it  would  be  retro> 
actively  effective  on  August  15.  The  increase  of  sales  was  also  influenced  by 
the  expectation  of  a  price  rise  after  the  freeze.  Total  output  of  goods  and 
services  increased  in  the  fourth  quarter  at  the  annual  rate  of  6.1  percent, 
compared  to  2.7  percent  in  the  third  quarter.  How  much  of  this  acceleration 
was  due  to  the  New  Econmnic  Policy  was  not  measurable. 

OUTLOOK  FOR  1972 

At  the  end  of  the  year  the  prospect  was  that  1972  would  see  rising  output, 
diminishing  unemployment,  a  reduced  rate  of  inflation,  and  a  stronger  U.S. 
position  in  the  world  economy. 

A  general  indication  of  the  prospective  rise  of  the  econcnny  from  1971  to 
1972  u  that  the  gross  national  product  (GNP)  will  probably  increase  by 
about  $100  billion,  compiared  with  an  increase  of  about  $75  billion  fn»n 
1970  to  1971.  The  increase  in  real  output  will  be  about  6  percent,  compared 
to  2.7  percent  in  1971,  and  the  increase  in  prices  from  year  to  year  will 
be  around  3%  percent,  compared  to  4.6  percent  in  1971. 

There  are  several  reasons  for  expecting  a  significantly  faster  rate  increase 
of  GNP  from  1971  to  1972  than  was  experienced  from  1970  to  1971.  It  seems 
likely  that  in  1972  every  major  category  of  expenditures  for  goods  and  serv¬ 
ices  will  rise  more  or  decline  less  than  in  1971,  except  for  investment  in  new 
houses.  After  a  period  in  which  total  sales  have  been  rising  and  inventories 
have  hardly  changed,  a  sizable  increase  in  business  investment  in  inventories  is 
probable.  As  a  result  of  the  adjustment  in  exchange  rates,  U.S.  net  experts 
should,  during  this  year,  stop  falling  and  begin  rising.  After  3  years  in 
which  Federal  purchases  of  goods  and  services  have  hardly  risen  in  money 
terms,  and  have  actually  declined  in  real  terms,  purchases  by  the  Federal 
Government  will  begin  rising  again.  The  general  growth  in  outpnit,  plus  the 
incentives  of  the  recently  enacted  Job  Development  Credit  and  depreciation 
liberalization,  will  spjeed  up  business  investment  in  plant  and  equipment. 
Consumer  expenditures  will  increase  more  rapidly,  spurred  by  rising  earned 
incomes,  tax  reductions,  larger  social  security  benefits,  and  greater  confi¬ 
dence  in  the  future. 

Federal  budget  prolicies  will  contribute  to  the  increase  in  GNP  in  1972 
through  tax  reductirms  that  stimulate  both  consumption  and  investment,  as 
well  as  throu^  increases  in  transfer  payments  to  individuals,  increased  grants 
to  State  and  local  govermnents,  and  increases  in  its  own  purchases.  The 
actual  p>ath  of  the  ecoiKnny  in  1971  and  the  forecast  for  1972  would  result  in 
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a  budget  deficit  around  $38.8  billion  in  fiscal  1972  (ending  June  30,  1972) 
and  $25.5  billion  in  1973.  The  outlays  that  would  be  made  at  full  employ¬ 
ment  would  exceed  revenues  that  would  be  collected  at  full  employment  by 
about  $8.1  billion  in  fiscal  1972.  In  the  next  fiscal  year,  however,  the  budget 
would  return  to  its  target  position  of  balance  at  full  employment. 

The  role  of  monetary  policy  in  the  cxpanaaon  ahead  will  be  to  provide  for 
the  increase  o(  liquidity  required  to  support  increases  in  activity  and  income. 
This  outcome  will  involve  a  resumption  of  the  growth  of  the  stock  of  cur¬ 
rency  and  demand  deposits,  after  5  mcmths  in  which  there  has  been  relatively 
little  growth.  The  expectation  of  an  increase  of  GNP  around  $100  billion  is 
based  on  the  assumption  that  the  required  mtmetary  growth  will  be 
forthcoming. 

The  prospect  is  that  we  will  have  in  1972  not  only  a  more  rapid  increase 
of  GNP  than  in  1971  but  also  a  slower  rate  of  inflation.  There  are  two 
reascms  for  expecting  a  slower  rate  of  inflation.  One  is  the  accumulating 
effect  of  the  omtinued  operation  of  the  economy  below  normal  rates  of  em¬ 
ployment  and  plant  utilization,  even  though  those  operating  rates  will  be 
rising  in  1972.  The  other  is  the  effect  of  the  price-wage-rent  control  system. 

The  standards  put  forth  by  the  Price  Commission  and  the  Pay  Board,  and 
the  early  experience  with  their  application,  give  grounds  for  confidence  that 
the  system,  operating  within  the  general  economic  conditions  in  prospect 
for  1972,  will  oxitribute  to  a  lower  rate  of  inflati(m.  These  controls  are 
operating  in  an  environment  in  which  other  forces  are  contributing  to  a 
return  to  stability.  If  our  fiscal  and  m<metary  policies  are  prudently  man¬ 
aged  there  is  little  likelihood  that  the  controls  will  be  exposed  to  the  pressure 
of  excess  demand. 

With  output  rising  at  a  rate  of  something  like  6  percent  a  year,  employ¬ 
ment  will  rise  strongly.  This  implies  a  fall  in  the  unemployment  rate  to  the 
neighborhood  of  5  percent  by  yearend.  The  number  of  pec^le  experiencing 
some  unemployment,  and  the  average  duration  of  their  unemployment, 
would  both  be  reduced. 

These  estimates,  like  adl  econcxnic  forecasts,  are  subject  to  a  considerable 
margin  of  ponible  error.  Circumstances  are  conceivable  in  which  the  rise 
of  the  economy  would  be  less  than  these  estimates  suggest.  The  rise  in  the  rate 
of  inventory  accumulation  which  is  assumed  to  occur  early  in  1972  might 
be  delayed.  The  demand  for  new  housing  may  be  less  than  is  implied  here, 
with  a  resulting  decline  of  ccmstruction  activity  later  in  the  year.  The  timing 
of  the  effects  of  the  exchange  rate  realignment  on  trade  flows  is  not  certain. 
On  the  other  hand,  it  is  conceivable  that  the  rise  of  the  economy  would 
be  mme  rapid  than  projected  here.  The  picture  drawn  here  is  not  one  of 
takeoff  into  a  cyclical  boom.  At  some  stage  the  rise  of  final  sales  may  trigger 
the  above-average  rise  of  inventories  characteristic  of  strong  recoveries. 
Increased  utilization,  rising  profits,  and  reduced  anxiety  jdx>ut  inflation  of 
cost,  could  stimulate  larger  business  investment  expenditure.  The  estimates 


we  have  made  presuppoee  continuation  of  penonal  saving  at  a  higgler  cate 
than  normal;  a  decline  of  that  rate  could  significantly  raise  the  economy. 

Even  g^iven  the  course  of  the  GNP  in  money  terms,  uncertainties  would 
remain  about  the  prospect  for  employment,  unemployment,  and  prices. 
Variations  in  the  rate  of  growth  of  the  labor  force  and  productivity,  within 
the  limits  of  historical  eiqierience,  could  significantly  affect  the  outcome. 
And  although  the  character  and  operation  of  the  price-wage  control  system 
give  grounds  for  cmifidence,  it  must  be  recognirnd  that  there  is  little  rele¬ 
vant  precedent  for  predicting  its  effects. 

Uncertainties  of  this  kind  must  be  taken  into  account  in  ptrficy  decisions. 
The  possibility  that  the  rise  of  the  economy  and  the  decline  of  unemploy¬ 
ment  might  lag  behind  the  estimates  made  today  calls  fm-  readiness  to  take 
additional  steps  if  this  should  turn  out  to  be  the  case.  But  the  possibility  that, 
wkh  the  policy  now  in  place,  the  economy  will  rise  even  more  n^ridly  than  we 
foresee  today  is  a  strong  reason  for  not  seeking  to  stimulate  the  economy  more 
now.  One  the  most  common  causes  of  the  breakdown  of  price-wage  con- 
titd  systems  has  been  excess  demand  for  goods  and  labor,  which  places  upon 
the  control  system  the  burden  of  resisting  market  forces.  The  control  system 
vdiich  has  just  been  established  is  meant  to  assist  maricet  fcnrces  that  would 
be  woridng  to  hold  down  inflation;  it  is  not  meant  to  resist  market  forces 
working  to  accelerate  inflation. 

If  excess  demand  is  avoided,  the  control  system  can  help  to  break  the 
habitual  or  contractual  repetition  of  huge  price  and  wage  increases  that 
keeps  inflation  going.  It  can  generate  the  expectation  of  reasonable  price  sta¬ 
bility  that  is  essential  to  the  achievement  of  reasonable  price  stability.  And 
as  that  happens  it  will  be  possible  to  eliminate  the  controls.  How  soon  that 
can  be  done  will  have  to  be  determined  in  the  light  of  esqierience. 

The  policy  of  restrained  expansion  of  denumd,  coupled  since  August  15 
with  controls  of  prices  and  wages,  will  finally  eradicate  the  continuing 
inflationauy  consequences  of  the  boom  thad  staurted  in  mid-1965.  However, 
they  will  still  leave  questions  that  have  troubled  students  of  the  Americam 
economy  for  mamy  yeaus.  Are  there  persistent  structund  chauacteristks  in  the 
modem  Americam  econmny  that  nuke  inflation  inevitable,  or  inevitable  in 
the  adrsence  of  high  unemployment?  If  so,  cam  these  chauacteristics  of  the 
econcxny  be  chamged?  Upon  the  amswers  to  these  questions  will  deperxl  the 
possibility  of  holding  down  the  rate  of  inflation  aJter  Phaue  II  ends,  not  only 
below  the  heights  reauhed  after  the  Vietnaun  waur  expansion,  but  to  am  even 
lower  level.  These  questions  will  be  the  subject  cd  study  by  the  Courxdl  of 
Economic  Advisers. 

PROGRESS  IN  THE  WORLD  ECONOMY 

The  expected  rise  of  the  economy  in  1972  results  in  limited  part  from  am 
expected  increase  in  U.S.  exports  relative  to  imports.  This  in  turn  results  in 
part  from  the  realignment  of  the  dollaur  relative  to  other  currencies.  While 
this  contribution  to  the  recovery  is  a  welcome  consequence  of  the  steps 
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that  have  been  taken  in  the  intematicxial  economy,  it  is  not  their  motivation 
or  primary  significance.  By  mid-1971  it  was  obvious  that  something  had  to  be 
done  to  correct  the  U.S.  balance-of-payments  deficit,  and  that  almost  cer¬ 
tainly  required  measures  which  would  raise  exports  relative  to  imports.  The 
question  was  how  to  bring  that  about.  The  August  15  decisions  expressed  the 
U.S.  determination  not  to  do  it  either  by  depressing  the  American  economy 
or  by  imposing  controls  on  foreign  trade.  The  reasons  for  avoiding  such 
controls  need  constant  repetition.  Americans  have  much  to  gain  from  being 
able  to  buy  what  they  like  v^diere  they  like  and  being  able  to  sell  what  they  like 
ndiere  they  like.  The  moves  in  the  international  monetary  field  were  taken  in 
an  effort  to  solve  the  badance-of-payments  problem  by  means  that  would 
preserve  this  freedom. 

Moreover,  the  object  of  the  steps  taken  was  not  just  to  solve  the  U.S. 
1971  problem  but  to  move  toward  better  solutions  for  the  future  problems  of 
the  United  States  and  the  worid.  Since  the  United  States  suspended  con¬ 
vertibility,  agreed  to  propose  to  the  Congress  an  increase  in  the  dollar 
price  of  gold,  and  achieved  a  realignment  of  currencies,  everycMie  is  much 
more  aware  that  the  problem  of  one  major  curreiKy  is  the  problem  of  all 
and  that  the  international  financial  system  must  be  made  more  com¬ 
patible  with  prosperity  and  freedom  for  all.  The  events  of  1971  have  created 
a  favorable  atmosphere  for  progress  in  reforming  the  system. 

The  events  of  1971  also  helped  to  revive  tlie  possibility  of  resuming  move¬ 
ment  toward  reduction  of  international  trade  barriers.  The  international  eco¬ 
nomic  community  was  suddenly  confronted  with  the  prospect  that  if  it  could 
not  agree  to  move  forward  together  toward  liberalization  it  could  easily  fall 
backward.  Fortunately,  the  decision  was  to  move  forward  together,  and 
negotiations  are  underway  which  promise  improvement  in  trading  condi¬ 
tions  for  the  United  States  and  others. 

*  *  • 

The  agenda  of  economic  policy  for  1972  is  a  heavy  one.  The  expansion 
of  tire  economy  must  be  guided  along  a  steady  path.  The  new  price-wage 
control  system  must  be  developed  and  refined  further.  Negotiations  now 
begun  for  trade  liberalization  must  be  pursued.  Serious  work  must 
be  carried  forward  on  the  international  monetary  system.  And,  as 
always,  we  must  be  preprared  with  new  initiatives  to  meet  needs  that  are 
not  now  foreseen.  But  while  much  remains  to  be  done  we  can  be  confident 
that  we  are  now  on  our  way  to  goals  that  have  eluded  the  American  people 
for  many  yean. 
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CHAPTER  1 

Performance  and  Policy  to  Mid-August 


ON  AUGUST  15,  1971,  the  President  announced  a  far-reaching  New 
Economic  Policy  designed  to  check  the  rise  in  prices  and  wages, 
strengthen  the  Nation’s  external  economic  position  and  stimulate  economic 
activity  at  home.  To  curb  the  rat;p  of  inflation,  prices,  wages,  and  rents 
were  subjected  to  a  90-day  freeze,  which  was  followed  by  a  com{M«hensive 
but  more  flexible  system  of  mandatory  controls.  To  improve  the  Nation’s 
balance  of  payments,  the  President  suspended  the  convertibility  of  the  dollar 
into  gold  and  other  reserve  assets  and  imposed  a  temporary  10-percent  sur¬ 
charge  on  imports.  And  to  strengthen  the  domestic  economy,  the  President 
proposed,  in  addition  to  these  measures,  a  fiscal  package  whose  stimulus 
came  fnxn  a  set  tax  cuts,  which  were  passed  by  the  Congress  in  December 
in  somewhat  altered  form. 

Results  of  the  new  program  were  visible  in  varying  degrees  by  the  end 
of  the  year.  They  were  most  apparent  in  the  slowdown  of  price  and  wage 
increases  during  the  freeze.  On  the  international  front  the  major  industrial 
countries  agreed  to  a  realignment  of  currencies  more  favorable  to  the  U.S. 
competitive  positicm  and  to  prompt  discussions  concerning  trade  barriers 
and  long-term  monetary  reform.  The  strong  upsurge  in  purchases  of  auto¬ 
mobiles  from  mid-August  through  November  was  partly  a  result  of  the 
proposed  removal  of  the  Federal  excise  tax,  but  much  of  it  was  apparently 
an  attempt  by  consumers  to  buy  automobiles  before  prices  were  increased 
in  the  post-freeze  period.  Perhaps  the  most  significant  effect  of  the  combined 
package  was  the  impact  on  public  confidence.  From  mid-August  to  the  end 
of  the  year,  there  was  slow  but  steady  improvement  in  confidence  that  the 
rate  of  inflation  was  subsiding  and  the  pace  of  the  economic  recovery  was 
gathering  strength. 

The  decision  to  embark  on  the  New  Eccmomic  Policy  (NEP)  came  from 
an  increasing  awareness  in  the  Administration  that  the  ambitious  goals  it  had 
set  at  the  beginning  of  the  year  were  not  being  met.  Progress  in  the  fight 
against  inflation  was  proceeding  too  slowly,  and  its  future  success  was  un¬ 
certain.  At  the  same  time,  the  recovery  was  also  progressing,  but  not  fast 
enough  to  cut  the  rate  of  unemployment.  More  crucial  than  either  of  these 
for  the  timing  of  the  decisicms  was  the  serious  weakening  of  die  dollar  in 
international  markets.  As  the  summer  wore  on,  there  were  no  signs  of  a  reso- 
lutitHi  the  financial  crisis  that  in  May  caused  the  Swiss  franc  and  the 
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Austrian  schilling  to  be  revalued  and  the  German  mark  and  the  Nether¬ 
lands  guilder  to  be  set  free  to  float  in  value.  In  the  second  quarter,  the 
U.S.  balance  of  payments  on  the  (^cial  reserve  transactions  basis  had  re¬ 
corded  a  deficit  of  $23  billion  at  a  seasonally  adjusted  annual  rate,  and  in 
July  and  August  pressure  against  the  dollar  reached  enormous  proportions. 
Funds  totaling  about  $3.7  billion  moved  into  foreign  official  reserve  accounts 
in  the  week  ended  August  15.  The  time  had  come  to  deal  decisively  with 
the  intematicxial  financial  problem  that  had  persisted  for  at  least  a  dozen 
years  despite  the  efforts  of  four  successive  Administrations. 

The  domestic  aspects  the  New  Economic  Policy  are  discussed  at  the 
end  of  this  chapter  and  in  Chapter  2  and  the  international  aspects  in  Chapter 
5.  The  rest  (A  this  chapter  deals  with  events  and  policies  in  1971,  generally 
up  to  the  midsummer  shift  in  pc^cy. 

DEMAND,  OUTPUT,  AND  THE  LABOR  MARKET 

The  year  1971  was  (me  of  limited  recovery  in  demand  and  productkm. 
During  1969  the  Administration  had  actively  sou^t  to  slow  down  the  ec(m- 
omy  in  order  to  c(mtrol  inflation.  Those  efforts  had  dieir  maj(»‘  impact  at  the 
end  of  1969  and  early  1970,  when  the  rise  in  demand  slowed  ccmsiderably 
and  output  dipped,  after  which  policy  shifted  in  the  directicm  of  expansion. 
A  fragile  recovery  was  reversed  toward  the  end  of  1970  by  the  lengthy  and 
severe  strike  at  General  Motors.  The  underlying  course  of  the  economy  was 
upward  throu^out  1971  and  its  pace  was  m(xlerate  for  most  of  the  year, 
but  the  actual  (xmrse  of  events  was  irregular  because  of  strikes  and  their 
aftermaths  (Chart  1,  p.  23). 

Changes  in  demand  and  output  as  measured  by  GNP  through  the  third 
qusuter  of  1971  are  reviewed  in  the  following  p>ages.  Although  the  NEP 
was  announced  in  mid-August,  it  would  be  difficult  to  measure  changes 
through  the  middle  of  the  third  quarter.  In  any  case,  the  measured  demand 
(xmditions  of  the  third  quarter  are  probably  generally  representative  of  the 
demand  conditions  at  the  time  the  August  15  decisions  were  made,  although 
the  increase  of  GNP  in  the  quarter  has  turned  out  to  have  been  lower  than 
was  expected  at  that  time. 

DEMAND  PATTERNS 

From  the  third  quarter  of  1970  to  the  third  quarter  of  1971,  total  GNP 
rose  7.1  percent  or  by  $70  billion  (Table  1).  This  was  considerably  more 
than  the  $43  billirm  rise  over  the  preceding  4  quarters.  The  rise  was 
dominated  by  increases  in  residential  constructiem  and  State  and  kxal 
government  purchases,  both  of  which  were  especially  responsive  to  the 
improvement  in  credit  (xmditions.  Consumption  expenditures  showed  an 
above-average  gain,  while  Federal  purchases  and  business  fixed  investment 
were  weak.  The  overall  increase  was  held  down  by  a  reduction  in  business 
investment  in  inventories  and  by  une]q)ectedly  severe  weaknen  in  net  ex¬ 
ports.  Indeed,  if  our  economic  performance  were  measured  by  domestic 
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Table  1. — Changts  in  gross  national  product  m  current  and  constant  dollars,  1968  III 

to  1971  III 


Ckanfi  in  MtsonnUy  td|wtnd  anmial  ratM 


1968  III  1969  III  1970  III 

1969  III  1970  III  1971  III 


Panonal  consumption  axpondituras.., 

Businass  fixed  invastmant . 

Reiidantial  structures . 

Ciianie  in  business  inventories . 

Net  exports  o(  fKids  and  servicss _ 

Federal  Government  purdiases . 

State  and  local  governmant  purchases 

Gross  auto  product . 

All  other  product . 

Constant  (1951)  dollan : 


Personal  consumption  expenditures.. 

Business  fixed  invesbnent . 

Residential  structures . 

Chants  in  business  inventories . 

Net  exports  ct  geods  and  services... 

Federal  Government  purchases _ 

State  and  local  government  purchases 

Gross  auto  product . 

All  other  product . . 


1970  III  1971 1 

to  to 

1971  1  1971  III 


Note.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source:  Department  of  Commerce. 


final  sales,  that  is,  by  GNP  excluding  inventory  investment  and  net  exports, 
the  rise  over  the  period  would  have  been  about  a  full  percentage  point 
greater. 


[Percentage  change] 


The  7.1 -percent  increase  in  GNP  reflected  a  4.6-percent  rise  in  prices 
and  a  2.4-percent  increase  in  physical  volume.  Although  this  increase  in  vol¬ 
ume  was  an  improvement  over  the  decrease  of  1970  and  the  2.2-percent 
gain  of  1%9,  it  fell  short  of  the  rate  required  to  keep  unemployment  from 
rising.  Unemployment  reached  a  peak  around  the  beginning  of  1971  and 
thereafter  remained  essentially  on  a  plateau. 

Consumer  Income  and  Spending 

Fiscal  policy  helped  to  buttress  consumer  income  last  year,  as  it  had  in 
1970.  Because  the  demand  for  labor  was  weak,  the  expansion  in  payrolls  was 
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Table  2. — Ckangtt  im  ptrsonal  incomt,  Uxts,  *nd  4upot*hU  mcouM,  1967  ///  lo 

1971  /// 


Smwmi  OipiflHMill  d  Cmmmicc* 

limited.  Indeed,  penonal  income  excluding  transfer  payments  rose  cmly  5.4 
percent  from  the  third  quarter  of  1970  to  the  third  quarter  of  1971  (Table 
2).  However,  transfer  payments  rose  almost  20  percent,  mainly  because  in 
the  second  quarter  of  1971  Social  Security  benefits  were  increased,  the 
change  being  retroactive  to  the  beginning  of  1971.  Altogether  the  rise  in 
total  personal  income  during  this  period  came  to  6.8  percent.  Because  of 
the  tax  reductions  under  the  Tax  Reform  Act  of  1969  that  became  effec¬ 
tive  at  the  start  of  1971,  personal  taxes  declined  relative  to  income.  The 
7.5-percent  increaue  in  disposable  (adter-tax)  income  was  scxnewhat  more 
than  the  average  aimual  gain  for  the  past  decade  in  current  dollars  but  not 
in  real  terms. 

Personal  consumption  expenditures  rose  7.7  percent  from  the  third  qusuter 
of  1970  to  the  third  quarter  oi  1971,  or  3.4  percent  in  real  terms.  Spending 
on  durable  goods,  which  had  changed  little  over  the  preceding  year,  rose 
much  more  than  average  even  when  allowance  is  made  for  the  sharp  increase 
in  auUHnobile  purchases  after  August  15.  What  was  noteu’orthy  about  con¬ 
sumer  behavior  during  this  period  was  the  persistence  (d  a  very  high  rate 
of  personal  saving.  The  8.3-percent  rate  from  the  third  quarter  of  1970 
through  the  second  quarter  of  1971  was  higher  than  any  4-quarter  average 
since  1946.  The  rate  peaked  in  the  second  quarter,  coincident  with  the 
large  payment  of  Social  Security  benehts,  and  edged  down  thereafter. 

Bhsuuu  Investmdnt 

Despite  the  improvement  in  pro6ts  amd  cash  flow  and  the  greater  avail¬ 
ability  of  credit  in  1971,  busmess  fixed  investment  in  read  terms  chamged 
little  during  1971 ;  the  4-percent  rise  in  outlays  from  the  third  quaurter  of  1970 
to  the  third  quauter  of  1971  was  slightly  less  tham  the  rise  in  prices.  Excess 
plauit  capacity  was  the  maun  fau:t<H'  discouraiging  investment. 

Investment  was  not  uniformly  weadc  Ust  yeau*.  The  sluggishness  centered 
in  manufascturing  auid  lailroasds,  both  of  which  showed  typicad  cyclicad  re- 
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sponses,  and  in  airlines.  With  their  output  decreasing  fnxn  1970  to  1971  to 
a  level  far  below  capacity,  manufacturers  cut  back  their  investment  by  5^3 
percent  from  1970  to  1971  after  holding  it  even  from  1969  to  1970.  Increases 
were  laige  for  electric  utilities,  whose  investment  rose  20  percent  over  the 
year. 

Although  real  investment  declined  during  1970,  gauged  by  recessions  in 
the  postwar  years  the  decrease  was  very  mild — if  allowance  is  made  for  the 
GM  strike.  As  a  share  of  real  GNP,  business  fixed  investment  has  remained 
high.  The  10.6-(>ercent  share  for  1971,  although  below  the  high  average  of 
10.9  percent  from  1965  through  1970,  was  above  the  average  of  10.1  percent 
for  the  20  years  from  1951  through  1970. 

At  the  start  of  1971  the  Administration  announced  that  depreciation  rules 
would  be  liberalized  to  stimulate  fixed  investment.  The  main  features  of 
this  liberalization  were  a  shortening  permissible  useful  lives  of  equipment 
and  a  change  in  the  regulaticms  affecting  the  calculation  of  depreciation  in 
the  year  of  acquisition.  The  Treasury  Department  estimated  that  in  the  first 
full  year  following  these  changes  dep>reciation  would  be  raised  by  $6^2  billion 
and  taxes  on  business  income  reduced  by  $2.8  billion.  The  liberalization, 
with  first-year  benefits  considerably  reduced,  later  became  p>art  of  the 
Revenue  Act  of  1971.  The  new  regulations  were  not  expected  to  exert  a 
large  influence  in  1971 — the  main  benefits  were  expiected  to  be  achieved  sub¬ 
sequently — but  they  may  have  played  a  role  in  the  step  up  of  appropriations 
and  new  orders  for  capital  goods  after  the  middle  of  the  year. 

The  mildness  of  the  recovery  and  uncertainty  about  the  outlook  caused 
businessmen  to  pursue  cautious  inventory  policies  during  most  of  1971.  The 
$2  billion  added  to  stocks  during  the  year  was  even  less  than  the  small 
addition  in  1970.  Last  year,  spiecial  factors  associated  with  strikes  had  the 
effect  of  stimulating  inventory  investment  at  first  and  depressing  it  sub¬ 
sequently.  Automobile  stocks  were  built  up  in  the  first  half  following  the 
pronounced  liquidation  of  stocks  caused  by  the  General  Motors  strike  in 
late  1970.  Prosp>ects  of  a  pxxsible  steel  strike  after  July  31,  the  expiration 
date  of  the  labor  contract,  caused  steel  consumers  to  build  up  stocks  in  the 
first  7  months  of  1971,  after  which  these  inventories  were  liquidated. 

The  pattern  of  GNP  change  is  altered  if  the  change  in  investment  in  auto 
and  steel  stocks  is  excluded  from  the  total,  as  is  done  below.  On  this  basis 
the  rise  in  GNP  strengthened  rather  than  weakened  from  the  first  to  the 
third  quarter  as  compared  to  the  rise  over  the  preceding  2  quarters. 
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R$ddtntud  Construction 

Houfing  WM  the  ttrongett  lector  of  the  economy  in  1971.  Private  hom¬ 
ing  starts  totaled  more  than  2  million  units,  the  largest  number  recorded  for 
any  year.  Residential  construction  outlays  rose  almost  50  percent,  or  $14 
billion,  from  the  third  quarter  of  1970  to  the  third  quarter  of  1971.  This 
was  one-fifth  of  the  rise  in  total  GNP. 

The  rise  in  housing  was  an  extension  of  the  recovery  in  starts  that  began  in 
the  spring  of  1970  and  reflected  exceptkmally  strong  demand  in  a  setting  of 
easing  credit  Goverrunent  subsidy  programs  and  Govenunent  assistance  in 
mortgage  rruu^ets  also  contributed  to  the  housing  expansion.  Demand  for 
new  homes  had  been  partially  frustrated  during  the  second  half  of  the 
1960’s,  largely  because  o(  competing  demands  for  credit  by  business  and 
goverrunent  in  an  enviroiunent  of  restrictive  monetary  policy  in  1966  and 
in  1969.  Traditioiud  mortgage  lending  institutions,  which  were  inhibited  in 
their  ability  to  attract  savings  deposits,  reduced  mortgage  credit  sharply. 
Mortgage  interest  rates  rose  to  unmually  hi^  leveb  in  1969  and  eariy  1970. 
From  a  peak  in  the  first  quarter  of  1969  to  a  trou^  in  the  fint  quarter  of 

1970  private  starts  declined  24  percent  The  decreases  in  private  starts  of 
2.7  percent  in  1969  and  2.3  percent  in  1970  occurred  at  a  time  when  in¬ 
creases  in  family  formation  and  rejflacement  demand  suggested  the  produc¬ 
tion  ot  more  rather  than  fewer  homes.  Gcxisequently,  a  backlog  of  housing 
demand,  evidenced  by  extremely  low  vacancy  rates,  was  carried  into  1971. 

The  shift  to  an  easier  monetary  policy  in  1970  was  the  decisive  factor  in 
the  twrnaround  in  homing.  This  change,  along  with  growing  support  from  a 
number  of  Government-related  homing  institutions  and  a  flood  of  savings 
deposits  into  mortgage  lending  imtitutiom,  greatly  increased  the  availability 
of  mortgage  credit  and  brought  the  secondary  market  yield  on  FHA  mort¬ 
gages  down  slowly  frcxn  the  9.29-percent  peak  that  had  been  reached  in 
March  1970. 

The  strength  of  demand  showed  up  in  several  different  ways.  Sales  o(  new 
one-family  homes  from  January  through  October  were  40  percent  greater 
than  the  correqxmding  1970  total.  The  ratio  between  the  inventory  of 
unsold  homes  and  homes  sold  was  lower  than  in  any  eariier  year,  at  least 
since  1963,  when  numbers  of  this  sort  were  first  collected.  Vacancy  rates  were 
low  for  both  rental  and  homeowner  units.  H(xneowner  vacancy  rates 
through  the  third  quarter  renruuned  at  their  lowest  levels  in  over  a  decade; 
and  although  the  rental  vacancy  rate  rose  from  4.9  percent  in  the  second 
quarter  to  5.3  percent  in  the  third,  it  remained  low  by  the  standards  of  the 
1960’s. 

Other  Demand 

Purchases  by  State  and  local  governments  rose  about  as  much  dimng 

1971  as  during  the  preceding  year.  Improving  credit  cmiditions  facilitated 
financing  by  State  and  local  governments.  There  was  no  evidence  of  any 
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slowdown  in  the  growth  of  payrolls,  which  make  up  close  to  three>fifths  of 
State  and  local  purchases;  however,  the  rise  in  employment  continued  to 
slow  down,  while  wage  increases  accelerated. 

The  deterioration  in  the  Nation’s  trade  balance  is  discussed  in  Chapter  5. 
Here  it  need  only  be  noted  that  the  deterioration  had  a  significant  effect  on 
the  chaise  in  GNP.  In  the  third  quarter  of  1970,  for  example,  net  exports 
were  at  the  comparatively  high  rate  of  $4.0  billion.  In  the  third  quarter  of 
1971,  the  balance  had  fallen  to  zero,  with  imports  rising  much  more 
rapidly  than  exports.  As  a  result,  U.S.  output  of  goods  and  services  rose  less 
than  the  domestic  U.S.  demand,  because  more  of  that  demand  was  met 
from  imports. 

LABOR  MARKET 

Although  growth  of  the  labor  force  slowed  down  and  civilian  employment 
expanded  somewhat  before  the  stsut  of  the  NEP,  the  unemployment  rate 
remained  near  6  percent  through  August  and  indeed  through  all  of  1971 
(Chart  1,  p.  23).  The  stickiness  of  the  jobless  rate  reflected  primarily  the 
slowness  of  the  cyclical  recovery  of  private  demand,  the  continuing  down¬ 
ward  adjustments  occurring  in  the  defense  sector,  and  the  strong  cost-cutting 
efforts  in  all  sectors  of  the  economy  that  resulted  in  greater  output  per  hour 
of  work. 

Labor  Force 

The  total  labor  force  increased  by  about  1.1  million  from  the  third  quarter 
of  1970  to  the  third  quarter  of  1971,  or  by  nearly  one-third  less  than  would 
normally  be  exp>ected  from  population  growth  and  long-run  trends  in  labor 
force  participation.  Because  of  reductions  in  the  Armed  Forces,  the  civilian 
labor  force  expanded  more  than  the  total  labor  force,  rising  by  about  1.5 
million.  For  men  aged  20  to  24,  increases  in  the  civilian  labor  force  were 
particularly  large  again  in  1971,  reflecting  the  return  of  ex-servicemen  to 
civilian  activity  (Table  3  and  Chart  2) . 

Table  3.— Changes  in  the  working~age  population.  Armed  Forces,  and  labor  force, 

1962  to  1971  III 


>  OtcfMM  of  lo»  than  50,000. 

Nolo.— Dotoil  will  not  nocosoarily  add  to  totals  bacausa  of  roundinf. 
Soureo:  Oopartmont  of  Labor. 


Long-run  increases  in  the  size  of  the  Nation’s  labor  force  are  governed 
primarily  by  the  growth  of  the  working-age  population  (persons  16  years 
of  age  and  older).  Over  shorter  periods,  labor  force  changes  are  affected 
by  cyclical  changes  in  economic  activity.  On  balance,  when  labor  demand 
is  strong,  additional  workers  enter  the  labor  force,  attracted  by  plentiful 
job  opportunities,  and  when  labor  demand  is  not  strong  there  is  often  a. 
net  decline  in  participation.  This  responsiveness  to  changing  demand  con¬ 
ditions  cannot  be  measured  with  great  precision;  but  during  the  period 
of  ver>'  tight  labor  markets  in  the  late  1960’s,  when  unemployment  was 
low,  overall  labor  force  participation  rose  sharply.  From  early  1970  to  about 
mid- 1971,  participation  rates  declined. 

Employment 

Reflecting  the  relatively  mild  expansion  of  aggregate  demand  and  em¬ 
ployers’  efforts  to  raise  productivity,  total  civilian  employment  rose  only 
700,000  over  the  year  ending  in  the  third  quarter.  A  laige  share  of  the  em¬ 
ployment  increase  occurred  in  State  and  local  governments.  In  the  private 
nonfarm  sector,  continued  growth  of  employment  in  service-producing  indus¬ 
tries  was  largely  offset  by  further  small  declines  in  the  goods-producing 
industries. 

This  pattern  of  employment  changes  was  similar  to  patterns  after  earlier 
recessions  with  one  major  exception:  There  was  no  rebound  in  manufac¬ 
turing  employment.  Within  manufacturing,  reductions  by  producers  of  de¬ 
fense  goods  and  their  suppliers  continued  to  be  large;  from  December  to 
August,  employment  in  three  industries  primarily  engaged  in  the  produc¬ 
tion  of  military  hardware — ordnance,  aircraft  and  parts,  and  communica¬ 
tions  equipment — declined  at  an  annual  rate  of  212,000  jobs.  By  August, 
after  the  sharp  layoffs  in  the  steel  industry,  manufacturing  employment 
had  fallen  below  18.5  million,  its  lowest  point  since  December  1%5.  Total 
man-hours  worked  in  factories  in  the  third  quarter  of  1971  were  down 
nearly  10  percent  from  the  peak  reached  in  late  1969. 

Defense  Adjustment 

The  progressive  winding  down  of  the  U.S.  military  involvement  in  Viet¬ 
nam  and  a  general  realignment  of  defense  spending  have  sharply  reduced 
manpower  utilization  in  defense  activities.  Although  the  largest  cuts  caused 
by  this  realignment  are  now  behind  us,  imbalances  and  distortions  arising 
from  the  transition  are  still  an  important  factor  in  the  labor  market. 

In  all,  there  has  been  a  net  reduction  of  about  2.0  million  persons  in 
defense  during  the  past  3  years  (Table  4).  The  steady  flow  of  young 
veterans  out  of  the  Armed  Forces,  which  was  more  than  twice  as  large  as 
the  net  reduction  in  the  Armed  Forces  in  1970  and  1971,  created  a  special 
unemployment  problem,  because  most  young  men  leaving  the  service  require 
somewhat  longer  than  the  average  period  to  find  work  in  local  job  markets. 
Unemployment  among  former  defense  industry  workers  also  tends  to  last 
longer  than  the  average  because  of  their  relatively  specialized  skills  and 
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their  residence  in  communities  where  large  defense  contractors  are  the  major 
employers.  Persons  and  communities  affected  by  defense  cuts  have  been 
beneficiaries  of  a  variety  of  Government  programs  which  are  tailored  to  their 
particular  problems  (see  Chapter  3,  pp.  109-10) . 

Unamploymant 

After  rising  steeply  to  approximately  6  percent  of  the  work  force  at  the  end 
of  1970,  unemployment  leveled  off  in  1971.  J<Aless  rates  for  most  groups 
were  unusually  steady  from  late  1970  to  late  1971  (Table  5) . 
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Unemployment  Rates,  1971 


NOTE:  UNEMPLOYMENT  RATES  BY  STATES  ARE  ESTIMAT 
PRELIMINARY  DATA  FOR  THE  FIRST  11  MONTHS  OF  1971. 
SOURCE:  DEPARTMENT  OF  LABOR. 


The  average  duration  of  unemployment  continued  to  rise  in  1971,  mov¬ 
ing  up  from  about  9  weeks  in  1970  to  nearly  12  weeks  in  1971.  Toward  the 
year’s  end,  about  560,000  persons  had  been  jobless  for  at  least  6  months — 
the  maximum  period  for  unemployment  insurance  payments  under  regular 
progranu.  Many  of  the  long-term  unemployed  were  former  aerospace  and 
defense  workers  living  in  Washington,  California,  Massachusetts,  and  a 
number  of  other  States  that  were  heavily  affected  by  reduced  defense  pur¬ 
chasing  (Chart  3).  Some  additi<Mial  income  protection  was  provided  to 
many  of  these  workers  under  the  provisions  to  extend  unemployment  benefits 
contained  in  the  Employment  Security  Amendments  of  1970.  This  Act,  signed 
into  law  by  the  President  on  August  10,  1970,  established  a  Federsd-State 
program  to  provide  up  to  13  additional  weeks  of  unemployment  compensa¬ 
tion  when  local  or  national  unemployment  became  high.  In  all,  22  States 
established  eligibility  imder  the  individual  State  program  at  s<xne  time  during 
1971.  About  340,000  woriiers  were  drawing  extended  benefits  at  the  peak. 
The  extended  benefits  program  became  effective  throughout  the  Nation 
in  January  1972  because  the  national  insured  unemployment  rate  had 
been  above  4.5  percent  for  3  successive  months. 

Regular  unemployment  insurance  programs  continued  to  provide  shorter- 
term  income  protection  to  expierienced  unemployed  workers  who  had  been 
jobless  for  shorter  periods.  An  average  of  2.1  million  workers,  the  largest 
share  of  whom  are  men  in  the  prime  working  age  groups,  drew  weekly 
unemployment  benefits  averaging  $54.50  under  regular  State  unemploy¬ 
ment  insurance  programs  during  1971. 

PRICES  AND  COSTS 

At  the  start  of  1971  there  were  signs  that  the  fight  against  inflation  was 
yielding  tangible  results,  and  there  were  expectations  that  it  would  con¬ 
tinue  to  do  so  in  the  coming  year.  During  1970  both  the  wholesale  price 
index  arKl  the  coruumer  price  index  rose  less  than  they  had  in  1969.  Less 
pronounced  than  the  moderation  in  the  rise  of  all  wholesale  prices,  but 
really  more  significamt,  was  the  slowdown  in  the  rise  of  wholesale  in¬ 
dustrial  prices.  There  was  coiuiderable  slack  in  the  economy.  With  activ¬ 
ity  recovering,  prospects  were  good  that  there  would  be  an  improvement  in 
productivity,  the  growth  of  which  had  lagged  seriously  in  the  2  preceding 
years.  Indeed,  the  rise  in  unit  labor  costs  had  already  slowed  significantly 
during  1970. 

To  be  sure,  the  then  current  evidence  amd  the  prospects  were  by  no  meams 
uniformly  reassuring.  The  rise  in  the  comprehensive  GNP  deflator  increased 
sharply  in  the  fourth  quauter  of  1970,  adter  declining  from  a  peadi  in  mid- 
1969.  And  a  slower  rise  in  warge  rates  was  yet  to  be  seen.  The  automobile  in¬ 
dustry  had  just  concluded  a  costly  waige  settlement  that  was  followed  by 
a  sizable  increase  in  prices,  amd  the  3-year  contracts  in  the  cam,  aluminum, 
and  steel  indistries  were  due  to  expire  art  vauying  times  by  the  end  (d  July. 
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Still  the  evidence  at  the  beginning  of  1971,  viewed  in  the  light  of  past  expe> 
rience,  gave  support  to  the  conclusion  that  the  disinflationary  policies  were 
bearing  fruit. 

PRICES 

The  behavior  of  prices  frwn  the  end  of  1970  to  mid-Augmt  and  espe¬ 
cially  after  April  heightened  concern  about  inflation.  Although  the  rise 
in  consumer  prices  continued  to  decelerate  for  several  months  early  in 
the  year,  it  quickened  in  the  spring,  as  did  the  rise  in  wholesale  industrial 
prices  (Charts  4  and  5).  The  evidence  provided  by  the  more  compre¬ 
hensive  measures  of  price  change,  the  GNP  deflators,  also  suggested  at  least 
a  partial  setback  to  earlier  progress. 

No  single  price  index  can  tell  the  v^ole  story  ot  price  behavior.  For 
this  reason  special  indexes  are  reviewed  below  and  after  this  a  summary 
statement  is  given. 

Consumer  Prices 

The  consumer  price  index  (CPI),  which  had  increased  at  rates  of  6.1 
percent  during  1%9  and  5.5  percent  during  1970,  rose  at  a  seasonally 
adjusted  annual  rate  of  2.8  percent  in  the  first  quarter  of  1971  (Chart  4). 
The  1970  improvement  had  been  due  mainly  to  a  slower  rise  in  food  prices. 
The  further  slowdown  in  early  1971,  however,  reflected  a  much  reduced  rate 
cA  increase  for  nonfood  amunodity  prices,  which  in  the  past  had  displayed  a 
cyclical  behavior  but  during  1970  had  failed  to  decelerate.  Lower  interest 
rates  on  mortgages  were  also  important  in  the  first-quarter  slowdown. 

The  improvement  proved  to  be  short-lived  as  the  second  quarter  brought 
a  rise  of  5.3  percent  (annual  rate)  in  the  CPI.  Not  only  was  there  some 
stepup  in  the  rise  of  food  prices,  but  nrmfood  commodities  also  rose  more 
rapidly,  at  about  their  1970  rate,  while  mortgage  interest  rates  leveled  out. 
Prices  in  July  and  August  rose  less  rapidly  than  in  the  second  quarter;  the 
slowdown  was  especially  pronounced  for  food,  but  it  was  also  evident  for 
nonfood  commodities. 

The  behavior  of  the  CPI,  excluding  mortgage  interest  and  food,  has  a 
sp)ecial  interest  because  the  short-term  movements  of  food  prices  are  excep¬ 
tionally  sensitive  to  changes  in  supply  as  well  as  demand  and  because 
mortgage  interest  costs  are  governed  by  factors  rather  different  from  those 
influencing  most  other  prices.  This  calculation  also  shows  a  slower  rise  in  the 
fint  quarter  of  1971  as  ccxnpared  to  1970,  a  setback  in  the  second  quarter 
and  a  slowdown  from  June  to  August  (Table  6) . 

Wholesale  Prices 

Mainly  because  of  pronounced  declines  in  farm  prices,  the  rise  in  the 
whrdesale  price  index  (WPI)  slowed  considerably  from  1%9  to  1970 — 
from  4.8  percent  during  1%9  to  2.2  percent  during  1970.  Conversely,  in 
the  first  half  of  1971,  a  strong  recovery  in  farm  prices  was  mainly 
respcHirible  for  the  acceleration  to  a  5.0-percent  rate  oA  increase. 
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Changes  in  Consumer  Prices 


1/SEASONALLY  ADJUSTED  ANNUAL  RATES. 

i/CHANGES  BASED  ON  UNADJUSTED  INDEXES  SINCE  THESE  PRICES  HAVE  UTTLE  SEASONAL  MOVEMENT. 
SOURCE:  DEPARTMENT  OF  LABOR. 
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The  industrial  component  of  wholesale  prices,  representing  nearly  three- 
fourths  of  the  weight  of  the  WPI,  is  more  significant  as  an  index  of  the 


Table  6. — Changgs  in  consumgr  pricgs  for  all  itgtns  and  all  itgms  Uss  food  and 
mortgagg  intgrgst,  Dgegmbgr  1968  to  August  1971 
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underlying  inflationary  trend  because  it  is  little  influenced  by  short-run 
supply  fluctuations.  There  had  been  some  progress  in  restraining  industrial 
prices.  After  rising  3.9  percent  during  1%9,  they  rose  3.6  percent  during 
1970,  and  in  the  first  quarter  of  1971  a  further  deceleration  was  apparent. 
However,  this  improvement  was  reversed  in  the  second  quarter.  Industrial 
prices  rose  at  a  seasonally  adjusted  annual  rate  of  5.3  percent  and  then  at  a 
much  faster  rate  in  July  and  August.  In  general,  the  quarterly  pattern  of 
price  change  by  major  industry  groups  was  very  diverse  and  one  cannot 
easily  categorize  the  industries  showing  the  largest  increases  (Chart  5). 

GNP  Deflators 

The  broadest  measure  of  price  change  is  the  implicit  GNP  deflator, 
which  is  obtained  as  a  by-product  of  the  calculation  of  real  output.  A  re¬ 
lated  measure  is  the  deflator  for  gross  private  product;  this  excludes  the 
pay  of  government  workers  and  thus  their  pay  raises,  which  have  often 
distorted  the  interpretation  of  the  behavior  of  overall  prices  because  the 
raises  have  come  at  irregular  intervals,  and  because  no  allowance  is  made 
in  the  accounting  for  increased  productivity  of  government  workers.  Unlike 
commonly  used  indexes  such  as  the  CPI  and  the  WPI,  whose  movements 
reflect  price  changes  of  fixed  bundles  of  goods  and  services,  movements  in 
the  implicit  deflators  reflect  not  only  price  changes  but  also  shifts  in  the  com¬ 
position  of  output,  which  are  sometimes  very  pronounced.  To  abstract  from 
the  effect  of  changes  in  the  composition  of  output  the  Commerce  Depart¬ 
ment  has  calculated  alternative  deflators;  some  vise  fixed  1967  weights,  and 
others  are  chain  indexes  utilizing  weights  of  the  preceding  quarter.  Some  of 
these  measures  app>ear  in  Table  7.  All  show  some  progress  toward  lower 
rates  of  inflation  around  the  second  or  third  quarters  of  1970,  some  setback 
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Changes  in  Wholesale  Prices 


Table  7. — Alt0rnativt  measurts  of  priet  ckangts  for  gross  national  product  and  gjoss 
private  product,  1968  /  to  1971  IV 
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in  late  1970  and  eariy  1971,  and  varying  d^^rees  of  improvement  from  the 
setbacks  in  the  second  quarter  of  1971. 

Summary  of  Price  Behavior 

Chart  6  summarizes  the  behavior  of  several  price  measures  in  order  to 
describe  the  progress  against  inflation  prior  to  the  freeze.  Six  measures 
have  been  selected,  all  but  one  of  which — the  GNP  price  deflator  for  per* 
sonal  consumption  expenditures — have  already  been  discussed.  These  in¬ 
dexes  have  all  been  computed  quauteriy,  and  in  all  cases  the  measure  used 
is  a  base-weighted  index.  The  charts  illustrate  calendar  quarter-to-quarter 
changes,  calculated  at  seasonally  adjusted  annual  rates. 

An  examination  of  Chart  6  indicates  the  following:  (1)  Most  of  the 
indexes  show  a  peak  rate  of  increase  at  some  time  in  1969;  (2)  most  of 
the  indexes  show  a  trough  at  some  time  in  1970;  (3)  in  the  second  quarter 
of  1971,  the  last  full  quarter  before  the  freeze,  we  find  that  the  rate  of 
increase  is  above  the  trough  in  all  instances  but  below  the  peak  in  adl  but 
one  iiutance — wholesale  industrial  prices.  That,  of  course,  is  a  serious  ex¬ 
ception.  Although  it  does  not  negate  the  improvement  shown  in  the  other 
indexes,  the  exception  was  impextant  enough  and  the  other  improvements 
small  enough  to  leave  uncertainty  about  the  future  decline  of  inflation. 

COMPENSATION  AND  WAGES 

Increases  in  average  houriy  compensation  in  die  private  nonfarm  sector 
accelerated  sharply  from  late  1965  until  1968,  then  leveled  off  at  an 
average  auinual  rate  of  increase  of  about  7  percent  until  the  freeze  vras 
instituted  in  August  1971.  A  careful  exauninadon  of  these  data  on  a  quar- 
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Changes  in  Selected  Price  Measures 
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i^EASONALLY  ADJUSTED  ANNUAL  RATES 
*LAST  QUARTER  BEFORE  NEW  ECONOMIC  POLia. 

SOURCE:  DEPARTMENT  OF  COMMERCE 
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Changes  in  Selected  Price  Measures 
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SOURCE:  OCPARTNENT  OF  LABOR 
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terly  basis  does  not  reveal  any  clear  sign  of  a  slowdown  in  compensation 
growth.  To  have  halted  the  acceleration  in  the  rise  of  hourly  compensation 
was  an  accomplishment,  but  as  l<mg  as  increases  of  7  percent  persisted,  there 
would  be  a  continuation  of  considerable  price  inflaticm. 

Historically,  increases  in  hourly  compensation  have  slowed  significantly 
during  periods  of  slack  economic  activity  (Table  8),  mainly  but  not  exclu* 


Table  8. — Rates  of  increase  of  hourly  compensation  during  expansions  and 
recessions.  1947 IV  to  1970 IV » 
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sively  as  a  result  of  cyclical  reductions  of  overtime  and  a  shift  in  the  mix  of 
employment  away  from  high-wage  industries.  Such  a  respite  was  anticipated 
for  1970  but  did  not  materialize  either  then  or  in  1971.  As  is  indicated  fur¬ 
ther  on,  the  underlying  causes  of  this  continued  rapid  rate  of  increase  are 
not  clear.  A  technical  factor  that  has  hindered  an  understanding  of  wage 
developments  has  been  the  lack  of  cmnprehensive  time  series  data  on  wage 
and  salary  rates.  However,  the  information  that  is  available  suggests  that 
average  increases  in  wage  and  salary  rates  remained  high  for  most  occupation 
groupis  in  most  industries  until  mid-August. 

Figures  on  average  hourly  earnings  are  available  for  production  and  non- 
supervisory  workers  in  private  nonfarm  industries,  a  group  that  accounts  for 
over  four-fifths  of  all  employees  in  the  private  sector.  These  data  can  be  ad¬ 
justed  so  that  they  more  nearly  approximate  average  wage  rates  by  elimi¬ 
nating  both  the  effects  of  employment  shifts  between  high-  and  low-wage 
industries  and  the  effects  of  overtime  changes  (the  latter  adjustment  is  car¬ 
ried  out  only  for  manufacturing).  The  adjusted  earnings  increased  nearly 
7  percent  during  the  year  ending  in  the  third  quarter,  about  the  same  rate 
as  in  the  2  preceding  years  (Table  9).  Although  different  patterns 
were  evident  among  the  individual  industries,  rates  of  increase  in 
adjusted  hourly  earnings  for  all  these  brood  industry  groups  were  above 
6  percent,  an  indication  of  the  pervasiveness  of  the  wage  sfMral.  In  the  trade, 
finance,  and  services  industries,  where  wage  rates  have  ordinarily  been  more 
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Table  9. — Changts  in  adjusted  avaragg  hourly  gamings  of  privatg  nonfarm 
production  or  nonsupgrvisory  workers,  1968  ///  to  1971  III ' 
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sensitive  to  the  business  cycle,  hourly  earnings  cc«itinued  to  advance  rapidly, 
despite  ample  supplies  of  labor  and  the  relatively  mild  expansion  of  demand. 

Statistics  on  negotiated  wage  rate  changes  are  available  for  workers  cov¬ 
ered  by  large  collective  bargaining  agreements.  Wage  increases  negotiated  in 
major  collective  bargaining  agreements  in  the  first  3  quarters  of  1971  aver¬ 
aged  a  bit  less  than  in  1970  (Table  10).  However,  these  average  changes  are 
significantly  affected  by  the  mix  of  industries  and  by  the  unions  involved  in 
bargaining.  Moreover,  they  exclude  the  potential  effects  of  wage  increase 

Table  10. — Wage  rate  increases  in  major  collective  bargaining  agreements,  1969-71 
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agreements  with  open-ended  cost-of-living  escalator  clauses.  In  1971,  there 
was  a  large  increase  in  the  number  of  workers  covered  by  such  cost-of-living 
escalator  clauses,  although  the  total  number  so  covered  remains  a  small  pro¬ 
portion  of  the  work  force.  Much  of  the  slowing  in  the  rate  of  increase  for 
negotiated  wage  rates  in  1971  occurred  in  the  construction  industry,  appar¬ 
ently  as  a  consequence  of  actions  of  the  Construction  Industry  Stabilization 
Committee  (see  Chapter  2). 

Collective  bargaining  agreements  in  manufacturing  provided  larger  wage 
increases  in  1971  than  in  1970,  with  averaige  first-year  wage  increases  ac¬ 
celerating  from  8.1  percent  in  1970  to  10.7  percent  in  the  first  9  months  of 
1971.  Since  1%5,  average  wage  increases  have  been  larger  in  nonmanu¬ 
facturing  industries  than  in  manufacturing.  Efforts  of  manufacturing  work¬ 
ers  to  reverse  this  pattern,  to  regain  old  wage  differentials,  and  to  obtain 
gains  more  nearly  like  those  in  the  transportation  and  construction  indus¬ 
tries  were  partly  responsible  for  the  acceleration  in  manufacturing. 

Data  for  manufacturing  point  to  differences  in  wage  behavior  between 
nonunion  and  union  firms.  Among  nonunion  establishments  that  made  deci¬ 
sions  to  raise  wages  in  the  first  3  quarters  of  1971,  the  increases  were  a  little 
less  than  in  1970.  Union  establishments,  however,  granted  much  larger 
increases  than  those  of  the  year  before.  Nonunion  wage  rates  appeared  to  be 
responding  more  promptly  to  the  weakness  in  labor  demand,  just  as  they  had 
responded  more  promptly  to  the  inflation  that  gained  headway  after  1965. 
At  that  time  nonunion  wage  rates  rose  more  sharply  than  unicm  wages. 

Some  statistics  are  also  available  on  changes  in  salary  rates  in  quite  nar¬ 
rowly  classified  white-collar  occupation  groups.  To  judge  from  these  data, 
the  rise  in  salary  rates  accelerated  further  in  1971,  even  though  unemploy¬ 
ment  in  most  of  these  occupations  had  risen  in  1970  and  remained  high  in 
1971  (Table  11). 

Thus,  although  our  statistics  on  wage  and  salary  rates  and  changes  are 
imp>erfect,  it  appeared  in  the  summer  of  1971  that  the  expected  slowdown 
in  wage  and  salary  increases  had  not  materialized.  On  the  contrary,  increases 
were  persisting  at  an  inflationary  pace. 


Table  11. — Rite  of  whitt-collar  salaries,  selected  occupations  in  private  industry, 
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PRODUCTIVITY  AND  LABOR  COSTS 

The  rise  in  output  from  the  third  quarter  of  1970  to  the  third  quarter  of 
1971  was  acccxnpanied  by  a  slight  decline  in  man-hours  of  work.  The  result¬ 
ing  rise  in  productivity — output  per  man-hour — was  an  extension  of  an 
upturn  that  began  after  the  first  quarter  of  1970,  and  followed  2  years  in 
which  output  per  man-hour  was  essentially  unchanged  (Chart  7) .  From  then 
until  the  third  quarter  of  1971,  output  per  man-hour  in  the  private  nonfarm 
economy  increased  at  an  annual  rate  of  2.5  percent.  This  did  not  make  up 
the  earlier  shortfall  from  trend. 

The  pattern  of  productivity  change  described  above  was  broadly  consistent 
with  patterns  during  previous  business  cycles,  although  there  were  some  sig¬ 
nificant  differences.  First,  the  period  no  appreciable  increase  in  avenge 
outpHit  p>er  man-hour  was  unusually  long — nearly  2  years.  In  the  first  part  of 
this  p)eriod,  from  roughly  mid-1968  to  the  summer  of  1969,  employers  in¬ 
creased  their  employment  rcJls  rapidly  even  though  the  rise  in  output  was 
slowing  down.  That  p>eriod  was  one  of  low  unemployment  and  high  labor 
ttunover,  one  also  in  which  employers  seemed  to  be  engaged  in  labor  hoard¬ 
ing  because  of  their  exp>ectations  of  rising  demand  and  difficulties  in  hiring 
experienced  help.  An  extended  interval  of  insignificant  productivity  growth 
while  output  is  still  rising  is  not  a  characteristic  of  cyclical  exp)erience.  In  the 
second  p>art  of  the  period,  output  declined  while  work  forces  continued  to 
expand  until  early  1970,  and  then  were  maintained  or  cut  very  little.  Devel- 
cpments  of  this  kind  have  been  observed  in  other  mild  recessicxis. 

Second,  after  3  quarters  of  output  growth  total  man-hours  remained 
about  unchanged  instead  of  rising,  as  in  previous  recoveries.  The  failure  of 
man-hours  to  rise  probably  reflected  a  heightened  emp)hasis  on  cost  ccmtrol 
resulting  from  the  ccmtinuing  profit  squeeze  and  the  mild  recovery  of  output. 

With  die  rise  in  houriy  rates  of  compensation  holding  steady,  the  upturn 
in  productivity  growth  moderated  the  rise  in  unit  labor  costs.  After  having 
risen  at  an  annual  rate  of  6.5  piercent  during  the  2  previous  years,  unit  labcH* 
costs  rose  at  a  rate  of  3.9  piercent  from  the  third  quarter  of  1970  to  the  third 
quarter  of  1971  (Table  12). 

CORPORATE  COSTS  AND  PRICES 

The  labor  costs  discussed  above  are  not  the  full  story  cost  inflation. 
Data  pertaining  to  nonfinancial  corpxirations  provide  a  useful  framework 
for  breaking  down  the  price  of  output  into  labor  costs,  nonlabor  costs  (de¬ 
preciation,  indirect  business  taxes,  and  net  interest),  and  profits.  This  par¬ 
ticular  sector  (rf  the  economy  accounts  for  a  large  proportion  the  Nati<xi’s 
output,  constituting  60  percent  of  private  GNP  in  1971.  A  special  advantage 
of  analyzing  corporate  data  is  that  the  line  between  wages  and  salaries  on  the 
one  hand  and  profits  on  the  other  is  fairly  distinct,  whereas  in  the  ncxi- 
corporate  sector  the  income  earned  by  a  partner  or  sole  proprietor  is  a  mix¬ 
ture  of  labor  and  property  income. 
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Chart  7 


Changes  in  Compensation,  Productivity, 
Labor  Costs,  and  Prices 

Privata  Norrfarm  Sactor 
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Ta*lb  12. — Ckmngtt  in  eomp«nsmtiom,  productivity,  mud  Uhor  costs  in  the  privmtc 
nonfarm  economy,  1962  to  1971  III 

(SMMMlIy  IBJmM  MMHIil  nlMl 


» CowpwUwiptrHiM  lmiri<lii«>»dltfdiMtiil»tlwcoiiiiinrprtwl«d«K. 
N«Ia— (Mi  ralato  pMMM. 

Smim:  OipwtMMrt  il  Liter. 


In  the  short  run  prices  are  viewed  as  being  responsive  to  total  costs  as 
well  as  to  demand,  but  a  rise  in  a  particular  component  of  cost  does  not  neces- 
s^ly  mean  a  rise  in  price.  For  example,  a  rise  in  depreciation  costs  may 
reflect  a  substitution  of  capital  for  labor  which  has  the  net  result  of  leaving 
total  costs  unchanged. 

From  the  third  quarter  1970  to  the  third  quarter  61  1971,  the  price  of 
corporate  output  rose  4.2  percent,  a  little  more  than  in  1970  and  conrider- 
ably  more  than  in  any  one  of  the  3  years  preceding  1970.  The  rise  in  total 
costs  slowed,  and  profits  before  taxes  per  unit  of  output  rose  8.6  percent,  or 
10.2  percent  if  allowance  is  made  for  the  liberalization  in  depreciation. 
Despite  the  increase,  unit  profits  were  extremely  low  by  post-war  standards. 

Unit  costs  of  all  types  rose  less  rapidly  during  1971  than  the  year  before, 
but  the  slowdown  in  nonlabor  costs  was  less  than  that  of  labor  costs 
(Table  13).  The  rise  in  capital  consumption  allowances  per  unit  during  the 
past  year  was  partly  influenced  by  the  more  liberal  depreciation  permitted 
by  the  Treasury  in  1971.  Because  of  changing  regulations  affecting  depre¬ 
ciation,  and  the  use  of  historical  costs  in  calculating  depreciation,  chaises 
in  this  component  of  costs  are  difficult  to  interpret  One  cannot  infer  that  a 
rise  in  measured  depreciation  costs  means  a  more  rapid  using  up  of  the 
stock  of  {^ysical  capital  held  by  nmifinancial  corporations. 

When  corporate  output  fell  in  1970,  indirect  business  taxes  accounted 
for  a  rising  share  of  total  price.  To  some  extent  this  was  a  cyclical  response, 
since  some  of  these  taxes  are  relatively  fixed  and  their  share  increases  as 
veJume  declines.  The  increase  in  output  in  1971  was  too  small  to  keep  these 
costs  from  rising  still  more,  de^ite  the  decline  in  taxes  due  to  the  elimination 
of  the  excise  tax  on  motor  vehicles. 

Interest  costs  per  unit  rose  less  rapidly  last  year,  partly  because  the  decline 
in  interest  rates  slowed  the  rise  in  the  effective  interest  charge  paid  on  all 
nonfinancial  corporate  indebtedness. 
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Table  11. — Changts  in  pricas,  costs,  and  profits  per  unit  of  output  for  nonfinancial 
corporations,  1966  III  to  1971  III 
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Cost  and  Profit  Shares 

Table  14  shows  the  distribution  of  grois  product  oil^nating  in  non¬ 
financial  corporations.  The  profit  share  in  1971  (before  taxes  and  including 
the  inventory  vaduation  adjustment)  was  1 1.0  percent,  up  from  the  very  low 
10.3  percent  for  1970,  but  well  below  the  15.1-percent  average  from  1960 
to  1969.  Without  the  new  1971  depreciation  regulations,  the  profit  share 
would  have  been  only  slightly  higher  at  1 1 .2  percent. 

The  profit  share  is  sensitive  to  the  stage  of  the  business  cycle,  and  one 
reason  for  the  present  low  share  is  that  the  economy  is  operating  con¬ 
siderably  below  capacity.  As  noted  above,  changing  depreciation  regu¬ 
lations  also  affect  the  profit  share,  but  this  can  be  remedied  if  depreciation 
is  calculated  on  a  uniform  basis.  The  Ckimmerce  Department  has  done 
this  in  special  calculations,  shown  below  on  line  2  for  selected  high-employ¬ 
ment  years  and  the  more  recent  period.  On  this  basis  the  decline  in  the  profit 
share  from  1948  is  less  than  the  decline  in  the  reported  share,  but  the  decline 
since  1956  is  the  same  on  the  two  bases. 

A  comprehensive  analysis  of  property  income  requires  consideration  of 
interest  charges,  which  have  become  substantially  more  important  in  ]X)St- 
war  years.  When  the  interest  share  is  combined  with  the  adjusted  profit 
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Table  14. — Distribution  of  gross  product  originating 

1947-71 


in  nonfinssncisU  corporations. 
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share,  the  total  property  share  appears  to  have  declined  from  earlier  years, 
but  less  than  the  share  of  reported  profits  alone. 
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INCOMES  IN  AGRICULTURE 


Agricultural  incomes  often  fluctuate  widely  from  year  to  year  for  reasons 
only  partially  related  to  output  and  price  developments  in  the  general 
economy.  The  demand  for  farm  products  is  relatively  insensitive  to  changes 
in  overall  output  a.nd  prices.  Farm  prices,  therefore,  fluctuate  primarily  in 
response  to  supply  conditions  for  agricultural  products.  On  the  other  hand, 
since  many  farm  inputs  are  purchased  from  the  nonfarm  sector,  price 
increases  in  the  nonfaum  economy  have  a  direct  impact  on  farm  production 
costs. 
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In  the  past  3  yean,  farm  production  expenses  have  been  increasing  at  a 
sli^tly  faster  pace  than  the  general  rate  of  inflation,  reflecting  primarily 
hi^er  input  prices  but  also  some  increases  in  quantities  of  inputs  purchased. 
During  this  period,  the  value  o{  farm  sales  increased  9.1  percent  in  1969, 
only  2.3  percent  in  1970  and  4.9  percent  in  1971.  Net  income  of  farm  opera¬ 
tors  increased  sharply  in  1969 — to  the  hipest  levels  in  over  20  years — and 
then  declined  in  1970.  According  to  preliminary  estimates  net  income  (in¬ 
cluding  increases  in  the  value  of  yearend  inventories)  recovered  slightly  in 
1971.  The  pattern  of  the  1970  decline  and  1971  recovery  has  also  been 
significant  Income  erf  farm  operators  declined  in  each  consecutive  quarter 
throu^  1970  and  improved  in  each  quarter  of  1971.  The  improvement  was 
particularly  strong  in  the  second  half  of  last  year. 

Aggregate  measures  do  not  give  a  complete  pictu.'e  of  recent  changes  in 
the  income  situation  of  farm  families.  Because  of  the  continuing  secular 
decline  in  farm  numbers,  average  net  income  per  farm  declined  only 
slightly  in  1970  and  the  1971  recovery  returned  it  to  the  record  level  of  1%9. 
This  indicator  is  also  imperfect  because  the  current  census  definition  of  a 
farm  includes  many  places  only  nominally  engaged  in  farming.  Many  peo¬ 
ple  who  are  counted  as  living  on  farms  are  primarily  dependent  on  nonfarm 
earnings;  others  supplement  their  farm  income  with  nonfarm  work.  Earn¬ 
ings  from  nonfarm  sources  by  the  farm  p>opulation  have  been  increasing 
regularly  for  many  years  and  in  1971  they  constituted  over  48  percent  of 
the  farm  p>opulation’s  total  personal  income.  Because  the  growth  in  nonfarm 
jobs  has  been  limited,  income  from  this  source  has  expanded  at  a  slower 
rate  the  last  2  years  than  in  earlier  years. 

FINANCIAL  POLICY  AND  FINANCIAL  MARKETS 

The  economic  goals  of  1971  required  considerable  aid  from  monetary 
policy.  In  the  first  half  of  the  year  monetary  growth  proceeded  at  very  high 
rates,  but  expansive  effects  up>on  the  economy  normally  associated  with  such 
rapid  growth  in  money  were  not  forthcoming.  This  shortfall  from  expecta¬ 
tions  came  £dx>ut  because  a  large  part  of  the  increase  in  the  money  stock  went 
to  satisfy  an  increased  desire  by  the  public  for  money  balances.  The  year 
1971  saw  generally  lower  interest  rates  than  1970,  and  sectors  sensitive  to 
the  costs  of  credit,  particulariy  housing,  enjoyed  a  considerable  expansion. 

MONETARY  POLICY 

The  Federal  Reserve’s  stated  goals  of  monetary  policy  in  1971  were  “the 
resumption  of  sustainable  economic  growth,  while  encouraging  an  orderly 
reduction  in  the  rate  of  inflation,  moderation  of  short-term  capital  outflows, 
and  attainment  of  reasonable  equilibrium  in  the  country’s  balance  of  pay¬ 
ments.”  After  August  15  the  success  of  the  New  Economic  Policy  became 
one  more  goal  of  monetary  policy.  Throughout  the  year  the  Federal  Reserve 
sought  monetary  growth  rates  that  would  best  bring  about  attainment  of 
these  goals. 
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At  the  beginning  of  1971  there  was  concern  that  monetary  growth  in 
the  last  quarter  1970  had  been  less  than  desirable.  The  growth  rate  for 
the  money  supply  (currency  and  demand  deposits)  or  Mi  during  that  quarter 
appeared  at  that  time  to  have  been  about  3)4  percent  at  a  seasonally  adjusted 
annual  rate  (measured  from  the  final  month  of  the  third  quarter  to  the  final 
month  of  the  fourth  quarter) ,  and  it  was  decided  that  a  rate  growth  of 
about  7)4  percent  in  the  first  quarter  of  1971  would  compensate  for  this 
shortfall.  Policy  in  January  was  thus  directed  at  attaining  “s(»ne  moderate 
easing  of  money  market  conditions.”  Accordingly,  open  market  operations 
were  aimed  at  lowering  market  interest  rates.  As  the  quarter  progressed, 
preliminary  reports  showed  that  the  money  stock  was  not  growing  as  rapidly 
as  the  Federal  Reserve’s  analysis  had  predicted  it  would  under  the  attained 
money  market  conditions,  and  greater  ease  was  sou^t. 

In  the  second  quarter  revised  data  showed  that  the  money  stock  had 
in  fact  grown  faster  than  had  been  anticipated.  Because  this  was  faster 
than  desired,  policy  was  then  directed  at  slowing  the  monetary  growth 
rate.  To  this  end  temporary  “minor  firming  of  money  market  conditions” 
was  sought,  and  market  interest  rates  increased.  Nevertheless  the  rate  of 
monetary  growth  in  the  second  quarter  exceeded  the  rate  in  the  first  quarter, 
despite  an  increase  in  interest  rates.  For  the  2  quarters  combined,  monetary 
growth  was  very  hi^,  even  after  allowance  for  the  shortfall  in  die  fourth 
quarter  of  1970.  From  December  1970  to  June  1971,  the  money  stock  rose 
at  a  seasonally  adjusted  annual  rate  of  10.2  percent,  and  the  broadly  de¬ 
fined  money  stock  that  includes  all  time  deposits  at  commercial  banks  except 
large  certificates  of  deposit  (Mj)  climbed  at  a  seasonably  auljusted  aumuad 
rate  of  16.1  percent.  These  were  high,  not  only  compared  to  1970  but  com- 
paurd  to  the  preceding  decade.  During  1970,  Mi  had  risen  at  a  5.4-percent 
rate.  Ml  at  am  8.1-percent  rate.  In  the  7  years  ending  December  1970,  the 
average  aumuad  rates  of  growth  were  4.9  amd  7.2  percent,  respectively. 

In  Jime,  the  Federal  Reserve  showed  less  explicit  concern  with  money 
market  conditions  amd  continued  its  effort  to  moderate  monetary  growth 
rates.  Although  in  July  the  money  stock  continued  to  grow  rapidly  despite  a 
considerable  rise  in  interest  rates,  in  August  the  rates  of  expamsion  for  both 
Ml  amd  Mi  fell  shauply  amd'  the  rate  for  Mi  turned  negative  in  September. 
The  rise  in  Mi  caune  to  3.8  (>ercent  for  the  third  quauter  as  a  whole.  In 
contrast  to  the  first  hadf  of  the  year,  the  Federal  Reserve  at  this  time  over¬ 
estimated  the  monetary  expansion  resulting  from  the  money  maurket  condi¬ 
tions  that  hard  been  produced. 

Despite  the  stated  policy  to  place  emphaisis  on  the  monetary  growth  rate 
in  1971,  actuad  operations  were  designed  to  influence  interest  rates  amd  condi¬ 
tions  in  short-term  mrmey  markets,  with  the  intentkm  of  thereby  amhieving 
the  desired  monetary  growth  rate.  In  practice  the  Federal  Reserve  operated 
most  directly  on  the  interest  rate  on  loams  aunong  bamks,  cadled  the 
Federal  funds  rate,  relying  on  its  aqrpraisad  of  how  monetary  growth  rates 
would  respond  to  various  levels  of  the  interest  rate.  If  the  money  stock 
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responded  to  the  Federal  funds  rate  in  a  way  that  differed  fttmi  the  ex¬ 
pected  response,  the  monetary  growth  rate  vould  differ  from  that  desired. 

In  the  first  half  of  1971,  the  public  apparently  wanted  to  hold  more  money 
balances  at  the  prevailing  level  of  interest  rates  and  income  than  past 
relations  among  income,  interest  rates,  and  money  balances  suggested. 
The  bulk  of  the  increases  in  money  holdings  appeared  in  individuals’  ac¬ 
counts,  and  the  pattern  was  part  of  a  larger  shift  in  the  public’s  desire  for  ad¬ 
ditional  financial  liquidity  in  the  first  half  of  1971.  7'able  15  shows  that  in 


Table  15. — Amount  and  composition  of  individuals’  saving,  1968-1971  III 
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the  first  half  of  1971  unusually  large  increases  occurred  in  individuals’  hold¬ 
ings  of  money,  savings  accounts,  and  U.S.  savings  bonds,  while  decreases  or 
smaller  than  usual  increases  were  recorded  in  their  holdings  of  other  U.S. 
Treasury  and  U.S.  Government  agency  securities,  corporate  bonds,  and  cor¬ 
porate  stock.  This  shift  in  the  composition  of  assets  was  also  influenced  by 
the  substantial  decline  in  interest  rates  after  mid- 1970,  especially  in  the 
rates  on  short-term  securities. 

The  shift  in  assets  by  individuals  in  favor  of  more  liquidity  was  accom¬ 
panied  by  particularly  large  increases  in  debt  incurred  by  the  public,  no¬ 
tably  in  the  form  of  mortgage  and  other  piersonal  debt.  There  were  also 
important  changes  in  the  structure  of  business  borrowing.  As  Table  16 
shows,  in  the  past  year  and  a  half  corporations  have  shifted  their  financ¬ 
ing  toward  equities  and  long-term  bonds  and  away  from  bank  loans  and 
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Table  16. — Sources  and  uses  of  funds,  nonfarm  nonfinancial  corporate  business, 
1968-1971  III 
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short-term  open  market  instruments.  The  shift  of  both  individuals  and  cor¬ 
porations  toward  Icxiger-term  debt  and  shorter-term  assets  reflects  in  ptart 
a  reaction  to  the  period  of  restrictive  credit  conditions  in  1%9.  In  that 
year,  business  and  individual  borrowers  had  considerable  difficulty  obtaining 
funds  at  rates  they  deemed  reasonable.  As  a  result,  they  began  insulating 
themselves  from  the  pressures  of  credit  markets  when  conditions  eased  in 

1970  and  1971  by  refunding  short-term  debt  with  long-term  and  rebuildii^ 
their  holdings  of  liquid  assets. 

INTEREST  RATES 

With  monetary  policy  more  expansive  and  with  growing  sentiment  that 
progress  was  being  made  against  inflation,  mariiet  interest  rates  early  in 

1971  continued  their  downward  trends  of  the  second  half  of  1970,  reaching 
levels  that  turned  out  to  be  the  lowest  of  the  year  (Table  17  and  Chart  8). 
Fluctuations  in  long-term  rates  are  typically  smaller  than  in  short-term,  but 
the  differential  movement  last  spring  also  reflected  in  part  the  continued 
shift  from  short-  to  long-term  financing  by  business  borrowers,  who  were 
attempting  to  insulate  their  liquidity  position. 
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After  March,  interest  rates  began  rising  as  a  result  of  the  reversal  of  in¬ 
flationary  expectations  and  attempts  by  the  Federal  Reserve  to  curtail  the 
monetary  growth  rate  in  the  face  of  a  shift  in  the  demand  for  liquidity.  By 
July  many  market  rates  had  risen  to  roughly  the  levels  prevailing  in  Novem¬ 
ber  and  December  1970,  but  all  remained  below  the  1970  peak  levels. 

Reintermediation 

The  year  1971  saw  a  continuation  of  the  process  of  “reintermedia¬ 
tion,**  which  had  started  in  1970  as  a  correction  of  the  preceding  year’s 
’‘disintermediation.** 

Most  thrift  institutions  are  constrained  in  their  ability  to  retain  deposits 
during  periods  of  rising  interest  rates.  Because  the  yields  on  their  assets, 
which  are  generally  Icmg  term,  change  very  slowly,  it  is  difficult  for  them  to 
change  rates  paid  on  their  liabilities,  which  are  generally  short  term.  Partly 
in  recognition  of  this  problem,  most  of  these  institutions  have  regulatory  ceil¬ 
ings  on  the  rates  they  can  pay  on  deposits.  Under  conditions  of  rising  market 
interest  rates,  earnings  on  long-term  assets  would  generally  not  rise  quickly 
enough  to  enable  institutions  to  pay  rates  on  their  deposits  that  would  be 
competitive  with  unconstnuned  money  market  instnunents.  The  rate  ceil¬ 
ings  also  curtail  the  ability  of  institutions  to  retain  funds.  As  a  result,  when 
interest  rates  rise  very  sharply,  as  they  did  in  1966  and  1%9,  financial  inter¬ 
mediates  both  lose  funds  and  acquire  fewer  new  funds,  more  of  which  are 
invested  directly  in  primary  assets,  such  as  Treasury  bills  and  bonds  or 
municipal  and  corporate  bonds.  This  process  has  been  termed  “disinter¬ 
mediation*’  and,  as  Table  18  shows,  it  occurred  in  1969.  In  that  year  banks 


60 


and  other  savings  institutions  experienced  a  $1.6  billion  net  decrease  in  total 
time  and  savings  deposits,  compared  to  a  $33.4  billion  rise  in  1968. 

Since  short-term  rates  in  the  second  half  of  1970  and  all  of  1971  were 
generally  below  the  hi^  levels  of  1%9,  this  process  of  disintermediation 
was  reversed.  Table  18  shows  that  the  net  increase  in  the  flow  of  total  time 
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and  savings  depiosits  through  conunercial  banks  and  thrift  institutions  in 
1970  exceeded  the  1968  levels  by  61  percent.  The  increase  for  the  first  3 
quarters  of  1971  expressed  at  an  annual  rate  was  58  percent  above  1970. 

Mortgage  Interest  Rates 

Mortgage  interest  rates  responded  sharply  to  the  general  movements  in 
market  rates  and  to  the  reintermediation  process.  In  March  1970,  reduced 
deposit  inflows  and  restrictive  monetary  policy  had  helped  push  secondary 
market  yields  on  mortgages  to  a  postwar  peak  of  9.29  percent  from  a  7.13- 
percent  average  in  1968.  As  market  rates  rose,  the  maximum  rates  permitted 
on  FHA-insured  and  VA-guaranteed  mortgages  were  raised  from  6.75  per¬ 
cent  in  1968  to  8.5  percent  in  January  1970.  Subsequently,  as  c^n  market 
rates  declined  and  reintermediation  occurred,  the  ceiling  rate  was  reduced 
to  8  percent  in  December  1970,  and  down  to  7  percent  in  February  1971. 

In  the  early  months  of  1971  mortgage  rates  fell  much  more  sharply  than 
other  long-term  rates.  The  secondary  market  yield  on  FHA  new-home  mort¬ 
gages  fell  1.58  percentage  points  from  December  to  April,  reaching  the 
year’s  low  of  7.32  percent.  Mortgage  yields  last  spring  were  about  equal  to 
those  paid  on  new  long-term  debt  issues  of  the  highest  rated  corporate 
borrowers.  This  drop  in  mortgage  rates  made  an  important  contribution 
to  the  record  demand  for  housing  in  1971. 

In  early  summer,  mortgage  rates  began  rising  somewhat  faster  than  other 
long-term  rates  as  the  housing  expansion  gained  momentum.  As  the  sunnmer 
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wore  on,  discounts  on  insured  mortgages  rose  to  as  much  as  9  or  10  points 
to  equate  the  7-percent  maximum  permissible  rate  with  the  higher  yields 
(7.97  percent  as  of  early  August)  demanded  by  permanent  mortgage  in¬ 
vestors.  At  the  time,  the  ceiling  rates  on  FHA  and  VA  mortgages  were  not 
raised,  in  order  to  avoid  adversely  affecting  inflationary  sentiment.  As  an 
alternative  to  raising  this  mortgage  rate  ceiling,  several  Government  agen¬ 
cies  and  Government-sponsored  private  institutions  supported  the  market 
by  mortgage  purchases,  thus  reducing  the  number  of  discount  points  (lower¬ 
ing  the  yield)  on  these  mortgages.  Partly  as  a  result  of  these  actions,  yields 
on  insured  mortgages  began  a  downward  trend  in  early  August. 

Assistance  to  Afortgage  Markets 

Because  reintermediation  in  the  first  half  of  1971  produced  a  large  volume 
of  private  funds  for  investment  in  mortgages,  the  housing  boom  proceeded 
with  little  assistance  from  Federal  programs.  However,  when  the  general 
rise  in  interest  rates  in  the  spring  threatened  the  expansion  in  housing.  Fed¬ 
eral  mortgage  market  assistance  programs  assumed  much  greater 
prominence.  In  June  the  Federal  National  Mortgage  Association  (FNMA), 
a  privately  owned  Government-sponsored  institution,  sharply  increased  its 
purchases  of  insured  mortgages.  FNMA’s  net  acquisitions  of  mortgages 
totaled  $2.4  billion  in  1971  as  compared  to  $4.5  billion  in  1970  and  $3.8 
billion  in  1969.  But  the  bulk  of  the  1971  purchases  came  after  May,  with 
approximately  $1.4  billion  of  the  year’s  purchases  in  Government-subsidized 
loans.  The  Federal  Home  Loan  Mortgage  Corporation  also  made  purchases 
of  $217  million  of  participations  in  conventional  (uninsured)  mortgages 
and  $562  million  of  FHA-insured  mortgages  during  1971. 

In  the  third  quarter,  the  Federal  Home  Loan  Bank  System  took  several 
steps  to  aid  the  mortgage  market.  It  liberalized  terms  on  mortgage  loans  by 
allowing  95  percent  conventional  loans.  In  August,  shortly  after  the  NEP 
was  announced,  the  FHLB  Board  reduced  the  liquidity  requirements  of 
member  savings  and  loan  associations  from  7.5  percent  to  7.0  jsercent  to  free 
more  liquid  assets  for  lending.  Simultaneously,  the  Federal  Home  Loan 
Mortgage  Corporation  raised  the  price  at  which  it  purchased  FHA-insured 
mortgages  from  91  to  94  percent  of  par  and  reduced  from  7^  percent  to  7^4 
percent  the  yields  it  required  on  participations  in  conventional  mortgages. 
These  moves  closely  followed  a  new  program,  in  which  the  Government 
National  Mortgage  Association  (GNMA)  used  a  $2  billion  authorization  to 
purchase  unsubsidized  FHA-insured  and  VA-guaranteed  mortgages  in 
cooperation  with  FNMA  and  other  purchasers. 

This  plan  subsidizes  FHA  and  VA  mortgage  rates  when  rate  ceilings 
produce  high  discounts.  GNMA  purchases  these  mortgages  at  95  or  96 
percent  of  par  and  sells  them  to  any  authorized  purchaser  at  lower  prices 
that  reflect  market  interest  rates.  GNMA  absorbs  the  difference  between 
the  support  price  and  the  market  price,  enabling  home  buyers  to  obtain 
mortgage  financing  at  lower  rates. 


FISCAL  POLICY  TO  AUGUST  15 

The  Administration’s  fiscal  policy  as  reflected  in  the  budget  submitted  in 
January  1971  was  in  general  to  keep  expenditures  from  exceeding  the  rev¬ 
enues  that  would  be  yielded  by  the  existing  tax  system  under  conditions  of 
full  employment.  There  were  two  reasons  for  the  Administration’s  adop¬ 
tion  of  this  principle.  First,  the  conventional  notion  of  balancing  the  actual 
budget  more  or  less  all  the  time  had  proved  to  be  unworkable  because  either 
tax  increases  or  expenditure  cuts  would  be  required  whenever  revenue 
wais  depressed  by  an  economic  slowdown,  and  this  would  be  precisely  the 
wrong  time  for  a  restrictive  fiscal  policy.  In  fact,  this  standard  of  fiscal  policy 
had  not  been  followed  by  an  Administration  for  almost  40  years.  Second, 
s(»ne  rule  of  policy  diat  would  confine  expenditures  within  the  limits  of 
v^at  the  Government  was  willing  to  raise  in  taxes  was  necessary  to  enforce 
eccmomy  in  Government.  The  principle  that  expenditures  should  not  ex¬ 
ceed  full-employment  revenues  has  the  advantage  that  fiscal  action  likely 
to  intensify  the  slowdown  would  be  avoided  while  the  discipline  of  the  basic 
relationship  between  revenues  and  expenditures  would  be  retained. 

In  conformity  with  this  principle,  the  Administration’s  January  1971 
budget  called  for  the  following  relationship  between  expenditures  and  the 
revenues  that  would  be  collected  at  full  employment : 
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The  outcome  for  fiscal  1971  was  close  to  these  plans.  Estimated  full- 
employment  revenues  adter  the  end  of  the  fiscal  year  were  only  $0.1  billion 
below  the  January  1  estimates.  Outlays  were  $1.4  billion,  or  about  one-half 
of  1  percent,  under  the  estimate.  Instead  of  an  excess  o(  full-employment 
revenues  of  $1.4  billion  there  was  an  excess  of  $2.7  billion  as  then  defined 
(see  footnote,  p.  65) . 

Developments  in  the  first  6  months  of  1971  more  significantly  changed 
the  estimates  of  the  full-employment  budget  for  fiscal  1972.  On  the  revenue 
side  the  postponement,  frc»n  1971  to  1972,  of  the  increase  in  the  base  for 
Social  Security  contributions  reduced  estimated  fiscal  1972  receipts  by  $2.6 
billion.  This  was  expected  to  be  offset  in  p>art  by  an  increase  in  the  Social 
Security  contribution  rate  to  take  effect  Jamuary  1,  1972.  The  net  effect 
of  these  and  other  smaller  changes  was  to  reduce  the  estimated  full- 
employment  receipts  by  $1.9  billion.  Estimated  expenditures  were  raised 
by  $4.7  billion.  The  largest  item  in  this  total  was  an  increase  of  $1.4  billion 
of  Social  Security  benefits  above  the  budget.  Other  major  items  were  an 
increase  of  $1  billion  in  the  estimated  payments  for  unemployment  com¬ 
pensation  because  of  the  continued  hi^  rate  o(  unemployment,  and  a  pos- 
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sible  increase  of  $0.8  billion  in  military  pay  as  a  result  of  congressional 
action. 

Thus  there  was  in  prospect  an  excess  of  expenditures  over  full-employment 
revenues  of  $6.5  billion  in  fiscal  1972,  compared  to  an  excess  of  revenues 
of  $2.7  billion  in  fiscal  1971.*  On  the  national  income  accounts  basis  the 
surplus  would  show  a  decline  of  about  $3.5  billion  between  the  2  fiscal  years. 

This  estimate  for  fiscal  1972  as  it  appeared  in  July  depended  heavily  on 
action  still  to  be  taken  by  Congress.  Although  the  estimate  made  some 
allowance  for  probable  delays  in  the  enactment  of  expenditure  programs 
that  had  been  proposed  by  the  Administration,  even  longer  delays  were 
possible.  And  although  the  estimate  also  made  some  allowance  for  pending 
congressional  pro{X)sals  above  the  budget,  not  all  of  those  p>ossibilities  were 
expected  to  materialize.  Despite  these  uncertainties,  it  seemed  highly  prob¬ 
able  in  the  summer  of  1971  that  there  would  be  a  significant  shift  from  a  full- 
employment  surplus  in  fiscal  1971  to  a  full-employment  deficit  in  fiscal  1972. 
The  Administration  considered  this  development  appropriate  in  view  of  the 
sluggishness  of  the  economy.  At  the  same  time  the  Administration  was 
averse  to  making  decisions  that  would  add  substantially  to  expenditure  com¬ 
mitments  for  the  future.  Even  within  the  limits  of  fiscal  1972,  while  more 
fiscal  stimulus  was  desired,  there  was  danger  of  excessive  expansion  in  the 
prevailing  inflationary  atmosphere. 

THE  NEW  ECONOMIC  POLICY 

WHERE  WE  STOOD  ON  AUGUST  15 

As  the  summer  of  1971  progressed,  these  facts  became  increasingly  clear: 

1.  The  economy  was  rising,  and  a  continued  rise  could  be  expected;  but 
the  rise  was  not  as  fast  as  was  desirable,  especially  from  the  standpoint  of 
reducing  unemployment. 

2.  Although  the  rate  of  inflation  had  stop{)ed  rising  and  might  have 
declined,  the  decline  was  not  clear  cut,  and  there  was  some  danger  that  the 
rate  might  rise  again. 

3.  The  U.S.  international  balance-of-payments  position  was  deteriorating 
sharply,  and  willingness  abroad  to  hold  dollars  was  ebbing. 

While  these  facts  were  clear,  their  reasons  and  their  implications  were 
unclear.  The  rate  of  economic  expansion  in  the  first  half  of  the  year  was  not 
less  than  many  forecasters  had  predicted,  but  two  aspects  of  the  limited 
expansion  were  puzzling.  As  noted  earlier,  the  rate  of  expansion  of  the  money 
supply  had  been  extraordinarily  large,  much  larger  than  had  been  conunonly 


*In  thif  calculation,  expenditures  for  unemployment  compensation  payments  are 
not  standardized  for  the  unemployment  rate  that  would  prevail  at  full  employment. 
It  should  be  noted,  however,  that  the  estimates  for  fiscal  1972  made  in  July  1971 
assumed  about  the  same  average  rate  of  unemployment  for  the  fiscal  year  as  was 
actually  experienced  in  fiscal  1971.  This  procedure  has  been  changed  for  the  fiscal 
1973  budget,  which  standsudizes  for  the  unemployment  rate. 
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esqiected  at  the  beginning  of  the  year.  Even  when  allowance  was  made  for 
some  lag  between  the  increase  in  the  stock  of  money  and  any  consequent 
increase  in  economic  activity,  the  response  of  the  economy  to  the  monetary 
e3q>ansion  was  less  than  many  studies  had  found  in  previous  experience. 

One  possible  explanation  was  that  recollection  of  the  liquidity  squeeze  of 
1970  left  individuals  and  businesses  with  an  extraordinary  desire  to  rebuild 
their  money  balances  when  interest  rates  declined,  as  happened  in  eariy  1971. 
This  attitude  might  have  been  reinforced  by  the  belief  that  rapid  monetary 
esqjansion  presaged  a  future  rise  in  interest  rates.  In  suiy  case  the  rapid 
growth  of  money  in  the  first  half  ol  1971  seemed  to  have  resulted  from  a 
rapid  growth  in  the  demand  for  money  and  did  not  imply  a  growth  of  money 
relative  to  desired  cash  balances,  which  in  time  would  have  stimulated  more 
economic  expansion. 

The  other  unusual  feature  of  the  limited  expiansicm  was  the  exception- 
adly  hig^  saving  rate  of  1971.  Personal  saving  for  the  first  3  quarters  of 
the  year  represented  8.3  percent  of  disposable  personal  income,  as  compared 
to  an  average  of  6.3  percent  in  die  preceding  10  years.  The  hig^  rates 
unemploymmt  and  inflation  in  1970  and  1971  may  have  contributed  to  the 
liigh  saving  rate,  as  households  tried  to  protect  themselves  against  those 
hazards.  Whether  there  was  another  independent  factor,  “lack  of  conH- 
dence,"  as  commonly  claimed  is  difficult  to  say.  The  measurements  we  have 
of  this  factor  are  weak  and  their  historical  connection  with  savings  is  loose. 
Even  in  retrospect,  the  reasons  for  the  exceptionally  hig^  saving  rate  of  1971 
are  not  entirely  known. 

Why  the  slowdown  in  the  inflation  was  so  halting  and  uncertain  is  an¬ 
other  question  which  has  not  been  clearly  answered.  Although  this  phenom¬ 
enon  is  often  ascribed  to  “structural”  changes  in  the  economy,  these  struc¬ 
tural  changes  are  not  unmistakably  evident.  And  although  the  delay  in  the 
disinflationary  process  was  undoubtedly  connected  with  the  strength  and 
duraticxi  the  inflation  in  the  preceding  years,  one  could  not  be  sure  that 
this  explanaticm  alone  was  sufficient. 

The  third  part  of  the  picture,  the  great  enlargement  in  1971  of  the 
balance-of-payments  deficit,  also  had  its  share  of  rmanswered  questions.  On 
the  basis  of  past  experience,  the  sharp  swing  in  the  trade  deficit  was  some¬ 
what  more  than  one  might  have  expected  from  the  rise  in  domestic  demand 
and  the  slower  expansion  of  foreign  economies.  Nor  was  it  clear  why  the 
trade  balance  turned  to  deficit  at  a  time  when  the  rate  of  inflation  in  the 
United  States  was  less  than  in  most  other  industrial  countries. 

Policy  in  the  sununer  of  1971  had  to  address  the  uncertainties  as  well  as 
the  obvious  facts  of  these  three  interlocking  problems.  The  relations  among 
the  problems  greatly  complicated  the  choice  that  had  to  be  made. 

The  Administration’s  economic  targets  and  projections  at  the  banning 
of  the  year  were  predicated  on  the  idea  that  if  the  eamomy  failed  to  rise  at 
the  desired  rate,  steps  could  be  taken  to  make  it  rise  more  rapidly.  This 
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option  was  open  in  the  middle  of  1971.  In  fact,  the  planned  fiscal  policy  for 
fiscal  1972  had  already  been  made  more  expansive  than  had  been  contem¬ 
plated  in  the  January  budget,  and  further  moves  in  this  direction  were  ]X)8- 
sible.  Also,  the  rate  of  increase  of  the  money  supply  had  been  larger  than  had 
been  expected  at  the  beginning  of  the  year,  and  actions  already  taken  by 
the  Federal  Reserve  to  slow  this  expansion  could  have  been  modified  or 
reversed. 

However,  consideration  of  these  expansive  moves  in  the  siunmer  of  1971 
ran  first  into  the  fact  that  the  rate  of  inflation  was  still  high,  and  then  into 
the  danger  that  it  might  rise  again.  It  could  have  been  argued  that  a  more 
rapid  rate  of  economic  expansion  would  help  to  slow  down  the  inflation 
because  it  would  speed  up  the  growth  of  productivity  and  cut  the  rise  in  unit 
labor  costs.  Although  this  ailment  was  quite  plausible  early  in  1971,  a  half 
year  later  it  seemed  less  convincing  in  the  existing  psychological  atmosphere, 
where  any  action  that  looked  inflationary  tended  to  increase  the  expectations 
of  inflation,  even  though  the  indication  was  superficial.  In  fact,  some  were 
concerned  at  the  time  that  action  intended  to  be  expansive  might  really  be 
restrictive  because  the  expansive  measures  might  intensify  fears  of  inflation, 
raise  interest  rates,  weaken  confidence,  and  thereby  depress  consumer  and 
business  spending.  Moreover,  there  was  a  related  danger  that  fiscal  and 
monetary  expansion  might  make  America’s  international  financial  problem 
more  difficult  by  increasing  the  supply  of  funds  available  for  investment 
abroad  and  by  arousing  fears  that  American  inflation  would  speed  up  again. 

At  the  same  time,  the  continued  high  rate  of  unemployment  ruled  out  the 
restrictive  approach  to  the  problems  of  the  rate  of  inflation  and  the  balance 
of  payments.  Moreover,  the  Administration  was  determined  not  to  try  to 
solve  the  balance-of-payments  problems  solely  by  tightening  up  controls  on 
international  transactions.  This  had  been  tried  repeatedly  in  the  preceding 
decade  without  yielding  a  satisfactory  long-term  solution. 

THE  AUGUST  15  DECISIONS 

The  key  to  unraveling  this  knot  of  difficulties  was  the  necessity  for  dealing 
with  the  international  financial  problem  promptly  and  the  Administration’s 
determination  to  deal  with  it  in  a  bold  and  lasting  way.  The  decision 
initiated  two  policy  actions  in  the  international  economy.  First,  the  United 
States  suspended  the  convertibility  of  dollars  into  gold  or  other  international 
reserve  assets,  in  order  to  protect  the  U.S.  reserve  position  from  further  drain 
and  to  signal  to  other  countries  our  determination  to  achieve  meaningful 
improvement  in  our  own  position  as  well  as  needed  reform  of  the  inter¬ 
national  trade  and  payments  system.  Second,  the  United  States  imposed  a 
temporary  surcharge  on  imports,  generally  at  the  rate  of  10  percent,  to  help 
protect  the  U.S.  payments  position  until  other  more  satisfactory  actions 
could  be  taken  that  would  assure  a  stronger  halance-of-payments  position 
for  this  country. 
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TheM  international  decisions  tipped  the  scales  on  an  issue  that  had  been 
the  subject  of  intense  consideration  in  the  Administration  for  many  mmiths, 
and  indeed  since  January  1%9.  This  was  the  question  whether  the  Adminis¬ 
tration  should  intervene  directly  in  holding  down  wag^  and  prices — adopt¬ 
ing  what  had  come  to  be  called  am  “incomes  policy” — ^amd,  if  to,  on  what 
scale  and  in  vtdiat  way. 

There  were  two  fundaunentad  objections  to  aulopting  such  a  policy: 

1.  Experience  with  such  policy  a^  it  haul  been  practiced  ad>road  suggested 
that  it  would  not  work — or  at  leaut  not  with  much  effect  or  very  long — for 
the  natural  reamm  that  success  would  require  that  powerful  groups  suspend 
the  effort  to  reap  the  full  advamtaige  of  their  power. 

2.  Such  a  policy,  at  leaut  if  continued  for  very  long,  would  interfere  with 
the  efficiency  of  the  economic  system  amd  might  create  am  undesitable  in- 
creaue  in  the  power  of  the  government  over  its  citizeru. 

On  the  other  hamd,  a  number  of  consideratioru  augued  for  some  direct 
intervention : 

1.  Progrew  against  inflation  wau  disaq>pointingly  slow,  amd  despite  the 
unqiectau:ulam  record  of  incomes  policies  elsewhere  the  possil^ity  of  some 
ausistamce  from  that  source,  even  if  temporary,  could  not  be  ruled  out  or 
discounted. 

2.  There  seemed  to  be  a  lauge  and  growing  sentiment  in  the  country  for 
some  kind  of  incomes  policy,  amd  steps  in  that  direction  might  relieve  amxiety, 
strengthen  confidence,  and  improve  the  economy.  This  sentiment  also  in- 
creaued  the  chamce  of  getting  the  kind  of  voluntauy  self-restraint  required 
for  success. 

3.  The  Administration’s  acute  consciousness  of  the  pitfadls  encountered  in 
previous  attempts  might  enable  it  to  avoid,  on  the  one  hamd,  premature  col¬ 
lapse  of  the  control  system  amd,  'on  the  other  hamd,  its  urmecessauy 
prolongation. 

The  Administration  took  limited  steps  to  influeiKe  wage  amd  price  be¬ 
havior  directly  in  1969  and  1970.  These  included  arctions  with  respect  to 
lumber,  amd  the  construction  industry  generally,  as  well  as  the  institution 
of  the  Nationail  Commission  on  Productivity,  the  R^ulation  and  Purcharsirg 
Review  Boaud,  amd  the  Inflation  Alerts,  as  described  in  the  1971  Economic 
Report  of  the  President.  Eau'ly  in  1971  the  Administration  took  a  much 
strorger  step,  estad>lishing  a  system  of  wage  contrt^  in  the  construction  in¬ 
dustry,  with  parallel  au:tiotu  intended  to  adfect  other  cost  elements  in  the 
industry  (see  Chapter  2,  where  the  corutruction  prograun  is  described). 
This  au:tion  wau  the  first  use  of  the  mandatory  ccmtiol  power  given  to  the 
President  by  the  Congress  through  the  Ecoiurmic  Stabilization  Act  of  1970. 

Hie  steps  decided  upon  for  deadiig  with  the  international  situabon  in- 
tixxluced  a  potent  new  augument  into  the  Administration’s  consideration 
of  the  merits  of  a  comprehensive  system  of  controls.  Improvement  of  our  in¬ 
ternational  position  would  require  effective  and  convincirg  au:tion  on  do¬ 
mestic  inflation,  in  addition  to  the  au:tion  the  United  Stages  wars  seekirg 
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in  the  international  sphere.  Such  action  on  the  domestic  fnxit  would  assure 
our  trading  partners  of  our  intentions  and  provide  the  frameworic  for  a 
cooperative  approach  to  the  solution  of  international  payments  problems. 

These  considerations,  combined  with  others  already  present,  led  to  the 
decision  to  institute  a  powerful,  but  temporary,  price-wage  control  system. 
Once  this  decision  had  been  made  it  altered  the  balance  of  considerations 
with  respect  to  a  more  expansive  fiscal  policy.  Action  to  make  fiscal  pwlicy 
more  expansive  had  been  limited  by  the  need  to  avcxd  intensifying  any  in¬ 
flationary  expectations  and  stepping-up  the  inflation.  The  establishment  of 
the  direct  wage-price  controls  created  nxxn  for  some  more  expansive  meas¬ 
ures,  because  it  provided  a  certain  degree  of  protection  against  both  the  fact 
and  the  expectation  of  inflation.  This  situation  had  to  be  approached  with 
caution,  because  excessive  expansion  could  make  the  price-wage  control 
system  unworkable.  Still  there  could  be  no  doubt  that  the  tolerable  rate 
of  expansion  had  been  increased. 

Thus,  the  decisions  of  August  15  consisted  of  a  three-part,  integrated 
package:  (a)  International  measures  aimed  at  the  balance  of  payments; 
(b)  OHitrols  aimed  at  checking  inflation;  and  (c)  fiscal  measures  aimed,  in 
combination  with  the  international  measures  and  controb,  at  speeding  up 
economic  expansion  and  reducing  unemployment. 

The  international  measures  taken  on  August  15  and  their  sequeb  are 
described  in  Chapter  5.  The  controb  are  discussed  in  Chapter  2.  Here  we 
take  up  the  fiscal  measures  and  the  expected  effect  of  the  total  program. 

FISCAL  ELEMENTS  IN  THE  NEW  ECONOMIC  POLICY 

The  fiscal  package  proposed  by  the  Administration  on  August  15  (as 
described  in  detail  by  the  Secretary  of  the  Treasury  to  the  House  Ways  and 
Means  Committee  on  September  8,  1971)  was  primarily  motivated  by  the 
desire  to  stimulate  at  once  a  more  rapid  expansion  of  the  economy.  The 
composition  of  the  package  reflected  a  number  of  other  objectives:  To 
improve  the  balance  of  trade,  to  accelerate  productivity  growth  by  raising 
investment,  to  minimize  the  loss  of  long-term  revenue-raising  capacity,  and 
to  hold  down  the  deficit  in  the  budget  for  fiscal  1972,  while  recognizing 
realbtically  the  likely  outcome  for  the  budget. 

The  package  included  the  following  items  whose  effects  on  the  1972 
budget  are  shown  in  the  table : 

1.  A  job  development  credit.  This  would  provide  businesses  with  a  tax 
credit  of  10  percent  for  new  investment  in  the  first  year  of  the  program  and 
5  percent  for  investment  thereafter.  The  two-tier  form  of  credit  would  cre¬ 
ate  a  strong  incentive  to  push  investment  forward  into  the  first  year  of  the 
program  and  would  also  hold  down  the  revenue  loss  in  subsequent  years. 

2.  Repeal  of  the  7-percent  excise  tax  on  automobiles.  Thu  change  was 
expected  to  have  a  stronger  immediate  effect  on  spending,  production, 
and  employment  than  a  reduction  in,  say,  the  corporate  or  individual  income 
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tax  with  an  equivalent  revenue  loss.  Repeal  ol  the  tax  would  also  reduce  the 
price  level  a  little. 

3.  Two  sttps  changing  the  timing  of  tax  cuts  that  had  been  previously 
legislated.  One  change  would  raise  the  individual  exemption  to  $750  on 
January  1,  1972,  instead  of  to  $700  on  that  date  and  $750  on  January  1, 
1973.  The  other  would  increase  the  standard  deduction  on  January  1,  1972, 
to  15  percent  with  a  $2,000  maximum.  Both  of  these  moves  would  increase 
the  after-tax  incomes  of  individusds,  and  both  were  expected  to  increase 
consumer  spending  in  1972  without  reducing  the  revenues  after  1973. 

4.  A  temporary  surcharge  on  dutiable  imports,  generally  at  the  rate  of  10 
percent.  (When  all  exceptions  to  the  10-percent  rule  were  taken  into 
account,  the  effective  rate  of  surcharge  came  down  to  4.8  percent)  The 
surchsurge  was  not  imposed  to  raise  revenue  but  to  provide  the  U.S.  external 
position  with  some  temporary  protection.  The  surcharge  would  raise  reve¬ 
nues;  but  unlike  the  conventional  revenue-increasing  measure  it  would 
stimulate  rather  than  restrain  the  economy. 

5.  Provision  for  the  Domestic  International  Sales  Corporation  (DISC). 
Throu^  this  new  type  of  organization,  U.S.  exporters  would  be  able  to 
obtain  a  deferral  of  income  tax  rai  their  earnings  from  qualified  export  sales. 
The  purpose  was  to  eliminate  the  previous  bias  that  had  worked  against 
exporting  and  in  favor  manufacturing  abroad,  and  thus  to  stimulate 

j  exports. 

j  6.  Recognition  that  certain  proposed  expenditure  programs  had  been  de- 

e  layed  in  the  legislative  process  and  thus  required  a  reduction  of  estimated 

*  fiscal  1972  outlays.  The  main  items  involved  were  general  and  special  revenue 

M  sharing  and  welfare  reform. 

7.  Deferred  for  6  months  of  the  Federal  pay  increase  scheduled  to  take 
effect  on  January  I,  1972.  This  was  the  Federal  counterpart  of  the  wage 
I  freeze  being  put  into  effect  on  August  15. 

I  8.  5-percent  reduction  in  Federal  employment.  Such  a  reduction  would 

be  the  most  effective  way  to  reduce  Federal  outlays  with  minimum  short- 

1*  range  loss  of  service  to  the  citizens. 

9.  Miscellaneous  small  reductions  in  expenditures.  These  included  a 
10-percent  cut  in  foreign  aid. 

As  Table  19  shows,  the  effect  of  this  package  was  to  reduce  estimated 
expenditures  for  fiscal  1972  by  about  $1.1  billion  more  than  the  reduction  in 
estimated  receipts.  At  the  same  time,  the  program  was  intended  and  expected 
to  be  expansionary.  The  primary  reason,  as  already  noted,  was  that  the  sur¬ 
charge,  while  revenue-yielding,  was  foreseen  as  having  an  expansive  effect 
on  domestic  production,  and  the  two-tier  investment  credit  as  exerting  an 
unusually  powerful  effect  on  investment  in  the  next  year  relative  to  the 
revenue  loss  in  that  year. 

In  addition,  a  common  view  was  that  both  business  sp>ending  and  consumer 
spending  had  been  held  down  in  the  early  part  of  the  year  by  anxiety  ov«r 
the  inflatimi.  One  motive  for  the  freeze  on  prices,  wages,  and  rents,  was  die 
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Table  19. — Effect  on  fiscal  year  1972  Budget  of  tax  and  expenditure  changes  in  New 

Economic  Policy 


Typ«  of  chani* 

Billions  of 

dollon 

s.t 

2.7 

.9 

2.2 

2.0 

2.0 

3.1 

4.9 

1.3 

1.1 

.9 

.5 

.6 

.6 

1.1 

>  1t  was  arbitrarily  assumad  that  th«  surcharta  would  continiM  until  Juno  30, 1972. 
Sourca:  Treasury  Dapartmant 


hope  of  relieving  this  anxiety  and  encouraging  more  spending.  If  these  ends 
were  accomplished  there  could  be  a  major  expansive  effect  without  any 
prior  change  in  the  budget. 

Many  aspects  of  the  full  package — that  is,  the  freeze,  the  international 
measures,  and  the  fiscal  steps — were  unprecedented,  and  therefore  any  re¬ 
liable  calculation  of  the  size  of  their  effects  was  exceedingly  difficult.  The 
Council  of  Economic  Advisers  estimated  at  the  end  of  August  that  the  Ad¬ 
ministration’s  package  would  make  real  1972  GNP  in  1972  prices  about 
$15  billion  greater  than  it  would  have  been  without  the  new  program,  but 
this  figure  was  recognized  as  subject  to  a  wide  range  of  imcertainty. 

The  legislative  outcome  followed  the  general  outline  of  the  Administra¬ 
tion’s  proposal  but  differed  in  several  respects.  Congress  did  not  enact  the 
lO-percent-5-percent  job  development  credit,  but  instead  passed  a  perma¬ 
nent  7-percent  credit.  Congress  disapproved  the  revision  in  the  treatment 
of  first-year  depreciation  which  the  Treasury  had  made  administratively. 
Congress  also  cut  back  the  Administration’s  proposal,  which  had  already 
been  passed  by  the  House  in  1970,  to  defer  taxes  on  profits  from  exports.  On 
the  other  hand.  Congress  not  only  raised  the  personal  exemption  to  $750 
for  calendar  year  1972  but  also  raised  the  1971  exemption  to  $675.  Congress 
went  beyond  the  Administration’s  proposals  in  several  other  respects:  It 
raised  the  “low  income  allowance,”  or  minimum  standard  deduction,  to 
$1,300  from  $1,000  for  1972  and  repealed  the  10-percent  excise  tax  on  light 
trucks.  Other  legislation  made  the  Federal  pay  increase  effective  on  Janu¬ 
ary  1,  1972,  contrary  to  the  Administration’s  proposal.  A  new  deduction  for 
child  care  and  household  help  was  also  introduced. 
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The  effect  the  c<mgres8i<xial  action  wu  to  reduce  the  net  revenue 
lots  for  calendar  1972  about  $1.2  billion  below  the  cost  of  the  Administra- 
tkxi’s  proposal.  Possibly  more  significant  was  the  failure  to  adopt  the  job 
development  credit  in  its  original  form,  which  provided  a  strong  incentive 
for  investment  in  1972.  Nevertheless,  the  enac..  nent  of  the  tax  bill  contrib¬ 
uted  to  the  expectation  that  a  strong  economic  advance  lay  ahead,  an 
expectation  which  was  becoming  general  as  1971  ended. 
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CHAPTER  2 


Inflation  Control  Under  the  Economic 
Stabilization  Act 


Public  Law  92-210,  the  EU:onomic  Stabilization  Act  Amendments 
of  1971,  requires  that  the  Economic  Report  of  the  President  in¬ 
clude  a  section  “describing  the  actions  taken  under  this  title  during 
the  preceding  year  and  giving  an  assessment  of  the  progress  attained 
in  achieving  the  purposes  of  this  title.”  This  chapter  is  intended 
to  fulfill  that  requirement.  There  is,  however,  no  intent  to  represent 
the  description  of  the  control  regulations  contained  herein  as  l^ally 
binding  interpretations. 


At  the  beginning  of  1971,  the  Adminutration  and  the  President 
were  hopeful  that  reliance  on  appropriate  monetary  and  fiscal  pc^cies, 
along  with  the  competitive  forces  of  the  free  market,  would  be  sufficient  to 
curb  inflaticHi.  At  the  same  time,  there  was  recognition  that  the  course 
of  events  during  1971  would  critically  affect  the  choice  of  instruments  to 
achieve  the  desired  goals. 

The  Government’s  instruments  for  inflation  control  include  a  range  of 
policies  which  are  appropriate  to  various  phases  and  types  of  inflation.  One 
of  these  instruments  is  the  authority  to  impose  direct  ccxitrols  as  provided 
under  the  Economic  Stabilization  Act  of  1970,  as  amended.  It  became 
necessary  to  employ  this  authority  in  1971,  at  first  to  restrain  excessive  wage 
and  price  increases  in  the  construction  industry,  and  subsequently  to  initiate 
overall  restraints  on  wages,  prices,  and  rents  in  the  face  of  an  excepticmally 
stubborn  inflation. 

In  his  Economic  Report  of  February  1,  1971,  the  President  noted  situa¬ 
tions  where  the  Government  had  taken  action  to  reinforce  market  resistance 
to  inflationary  pressures.  Included  were  these  actkms: 

— Measures  to  augment  the  supply  of  lumber  and  thus  counteract 
excessive  price  increases. 

— Steps  to  increase  oil  production  on  Federal  offshcM«  leases  and  to 
expand  oil  imports  in  order  to  restrain  crude  oil  price  increases. 
— A  review  of  the  steel  industry’s  economic  problems  with  special  refer- 
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ence  to  inflationary  price  increaies  in  early  1971  on  nme  iteel  prod¬ 
ucts.  (After  the  Administration  had  publicly  expressed  its  disapproval, 
these  increases  were  reduced  by  about  one-third.) 

The  President’s  Report  also  emphasized  his  particular  concern  about 
excessive  increases  in  wages,  costs,  and  prices  in  the  construction  industry, 
eyecially  in  view  of  the  high  unemployment  thait  existed  among  construction 
w^^ert.  He  reiterated  his  December  1970  request  that  labor  and  manage¬ 
ment  in  the  industry  develop  a  plan  to  bring  wages,  costs,  smd  prices  into  line 
with  the  requirements  national  economic  policy,  saying  that  a  workable 
plan  would  avert  the  need  for  Government  action. 

THE  CONSTRUCTION  PRCXJRAM 

Concern  with  wage-price  trends  in  coiutruction  was  founded  on  the 
ejqierience  of  the  previous  years.  Construction  workers  had  received  abnor¬ 
mally  large  wage  increases  in  the  late  1960’s.  During  1970  the  upward  trend 
accelerated  as  nearly  700,000  union  construction  workers  negotiated  af¬ 
fective  bvgaining  agreements  which  provided  wage  and  benefit  increases 
averaging  19.6  percent  in  the  first  contract  year  and  15.6  percent  armu- 
ally  during  the  life  of  the  contract  These  increases  were  a  rrurjcMr  factor 
in  the  sharp  rise  in  coiutruction  costs  amd  prices,  and  they  may  have  served 
as  a  spur  to  inflationary  wage  denumds  by  both  union  arxl  nonunion 
workers  in  other  sectors  o(  the  economy. 

The  appead  for  a  voluntary  program  of  cost  restraint  was  not  successful. 
Late  in  February  1971  the  President  suspended  the  Davis-Bacon  Act,  \%diich 
sets  wage  standards  for  federally  funded,  asusted,  or  iruured  coiutruction. 
By  late  March,  the  Administration,  working  with  labor  and  industry  leaders, 
had  developed  a  ox^rative  program  designed  to  restrain  cost  increases. 
On  March  29  the  President  reirutated  the  Davis-Bacon  Act  and  by  Execu¬ 
tive  Order  1 1588  fornudized  the  cost  restraint  program.  Under  the  authority 
provided  by  the  Eomomic  Stabilization  Act  of  1970,  this  Executive  Order 
established  the  administrative  rules,  organizations,  amd  procedures  to  be 
used  in  the  stabilization  of  wages  amd  prices  in  the  construction  industry. 
The  aulministrative  mechanism  for  restraining  waige  increaues  took  the 
form  of  a  12-tnember  tripaurtite  Coiutruction  Industry  Stabilization  Com¬ 
mittee  (CISC).  With  the  aid  of  Craft  Dilute  Boards  maule  up  of  labor 
and  marugement  representatives  for  individuad  construction  trades,  the 
CISC  wau  to  review  amd  pass  upon  the  acceptability  oi  adl  eccmomic  adjust¬ 
ments  in  adl  collective  bargauning  aigreements  negotiated  in  the  coiutruction 
industry. 

Executive  Order  11588  spelled  out  two  basic  criteria  for  evaduating  pro¬ 
posed  increases  in  axnperuation.  They  were:  (a)  “Aoceptad>le  econcHnic 
adjustments  in  labor  contracts  negotiated  on  or  after  the  date  of  this  Order 
will  be  those  normally  coruidered  supportable  by  productivity  improvement 
amd  cost-of-living  trends,  but  not  in  excess  of  the  average  of  mediam  increaues 
in  wages  and  benefits  over  the  life  of  the  contract  negotiated  in  nuijor  con- 
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struction  settlements  in  the  period  1961-1968”;  and  (b)  “Equity  adjust¬ 
ments  in  labor  contracts  .  .  .  may,  where  carefully  identified,  be  considered 
over  the  life  of  the  contract  to  restore  traditional  relationships  among  crafts 
in  a  single  locality  and  within  the  same  craft  in  surrounding  localities.” 

Because  of  the  large  number  of  contracts  to  be  reviewed  by  the  CISC,  the 
time  needed  to  install  administrative  procedures,  and  the  return  of  some 
proposed  contracts  to  Craft  Dispute  Boards  for  renegotiation,  a  backlog  of 
unapproved  cases  quickly  developed.  Its  existence  caused  problems  when 
the  wage-price  freeze  was  instituted  on  August  15.  The  freeze  applied  to 
construction,  as  to  all  other  industries,  but  it  was  not  retroactive.  Because 
the  construction  contracts  in  the  backlog  had  been  decided-  prior  to 
August  15,  the  Cost  of  Living  Council  had  no  jurisdiction;  the  contracts 
could,  with  CISC  approval,  go  into  effect  as  agreed.  Thus  the  CISC  con¬ 
tinued  to  operate  during  the  freeze  and,  subsequently,  in  Phase  II  under 
the  jurisdiction  of  the  Pay  Board,  to  clear  up  the  backlog  of  old  cases;  this 
process  continued  until  late  December. 

In  all,  the  CISC  reviewed  over  1,500  new  collective  bargaining  agreements 
that  had  been  settled  by  the  parties.  Over  one-fifth  of  these  were  not  ap¬ 
proved  in  their  initial  form  by  CISC.  Construction  industry  collective 
bargaining  agreements  settled  and  approved  in  the  second  and  third  quarters 
of  1971  provided  first-year  wage  and  benefit  increases  of  about  11  percent,  a 
significant  reduction  from  1970,  when  such  increases  aveiaged  19  percent. 
CISC  thus  retarded  the  rate  of  growth  in  the  compensation  of  unionized 
construction  workers  and  its  existence  appears  to  have  been  an  important 
factor  in  a  reduction  of  strike  activity  in  the  industry.  How  much  greater  the 
effect  of  the  construction  industry  program  would  have  been  if  the  general 
wage-price  control  system  had  not  been  established  will  never  be  known, 
but  real  progress  w-as  undoubtedly  made  during  the  period  of  its  independ¬ 
ent  existence. 

Executive  Order  11588  also  established  an  Inter-Agency  Committee  in 
the  Federal  Government  to  develop  criteria  for  establishing  acceptable  pric¬ 
ing  policies  for  construction  contracts  and  acceptable  compensation  changes 
for  management  and  staff  employees  in  the  industry.  The  Inter-Agency  Com¬ 
mittee  had  developed  and  published  draft  regulations  and  was  in  the  process 
of  drafting  final  regulations  when  its  activities  were  superseded  by  the 
broader  price  and  compensation  controls  of  the  New  £x:onomic  Policy. 

AUGUST  15:  THE  WAGE-PRICE  FREEZE 

Acting  under  authority  of  the  Economic  Stabilization  Act  of  1970,  the 
President  announced  on  August  15  an  immediate  90-day  freeze  on  prices, 
rents,  wages,  and  salaries  and  creation  of  a  Cabinet-level  Cost  of  Living 
Council  (CLC)  to  administer  the  freeze  and  to  advise  on  further  stabiliza¬ 
tion  policies  and  actions. 

The  combination  of  conditions  that  led  to  direct  Government  action  to 
restrain  prices  and  wages  was  discussed  earlier.  These  condititms  did  not 
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automatically  determine  the  type,  duration,  or  rigor  of  the  policy  initially 
undertaken,  which  could,  of  course,  have  ranged  from  a  noncompulsory  type 
of  policy  operating  mainly  through  moral  suasion  to  the  comprehensive 
mandatory  freeze  that  was  actually  applied. 

During  the  first  half  of  1971  the  Administration  was  under  increasing 
pressure  to  adopt  some  form  of  incomes  pcJicy,  preferably  a  noncompulsory 
one.  However,  such  a  policy  was  not  considered  appropriate  for  two  reasons. 

First,  there  was  resuon  to  believe  that  public  opinion  would  regard  such 
a  “soft”  control  policy  as  merely  the  first  in  a  series  <rf  moves  toward  com¬ 
pulsory  controls.  The  result  would  be  widespread  efforts  to  increase  prices 
and  wages  in  anticipation  of  a  more  stringent  program;  the  Government’s 
likely  reaction — successive  escalations  of  controls — would  result  in  more 
inequities,  dutordons  and,  ultimately,  administrative  difficulties  than  would 
a  comprehensive  freeze.  Although  the  situations  were  considerably  different, 
experience  with  contit^  in  the  initial  stages  of  the  Korean  conflict  sug¬ 
gested  that  this  would  be  the  likely  pattern  of  response  to  voluntary 
guidelines. 

Second,  the  nearest  American  approach  to  a  policy  erf  p>ersuasion,  the 
guidelines  of  the  previous  Adminbtrations,  had  been  abandoned  in  1966. 
The  Administration  believed  in  1971  that  exhortatimi  had  lost  most  its 
force. 

Beycmd  an  incomes  ]3olicy  supported  <Hily  by  exhortatimi,  there  were,  of 
course,  many  possible  variations  of  compulsory  controls.  The  Phase  II  cmi- 
trok  that  followed  the  freeze  represent  one  of  those  variations.  Ccmimcm  to 
all  such  systems,  including  the  I^ase  II  apparatus,  is  a  need  for  time  to  fw- 
mulate  the  program,  to  set  up  the  administrative  organization,  and  to  write 
and  disseminate  regulaticms.  Such  preliminary  processes  instantly  become 
puUk  knowledge,  with  the  predictable  result  that  during  the  startup  phase 
of  a  complex  restraint  program  all  elements  of  the  economy  attempt  to 
improve  their  relative  positicxi  before  the  cfxitrdk  beccmie  effective;  the  net 
effect  is  to  make  the  inflationary  spiral  even  steeper. 

The  chief  virtues  of  the  freeze  were  its  decisiveness,  comprehensiveness, 
and  administrative  simplicity.  The  President’s  announcement  that  prac¬ 
tically  all  w2^e  and  price  increases  were  prohibited  left  no  doubt  of  a  dras¬ 
tic  change  in  the  upward  trend  of  prices  and  wages.  Equally  important,  a 
freeze  could  be — and  was — imposed  immediately,  precluding  anticipatory 
price  and  wage  increases  and  providing  time  to  prepare  and  set  in  motion 
more  lasting  and  flexible  measures. 

The  Administrative  System 

The  Cost  of  Living  Council  (CLC)  consisted  of  the  Secretaries  of  the 
Treasury  (Chairman  of  the  CLC),  Agriculture,  Commerce,  Labor, 
Housing  and  Urban  Development,  the  Director  of  the  Office  of  Manage¬ 
ment  and  Budget,  the  Chairman  of  the  Council  of  Economic  Advisers  ( Vice- 
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Chairman  of  the  CLC),  the  Director  of  the  Office  of  Emergency  Prep>ared- 
ness  and  the  Special  Assistant  to  the  President  for  Consumer  Affairs.  The 
Chairman  of  the  Board  of  Governors  of  the  Federal  Reserve  System  was 
named  adviser  to  the  CLC.  A  small  staff  headed  by  a  full-time  executive 
director  supplied  services  including  policy  review,  planning  and  analysis, 
public  information,  legal  counsel,  and  administrative  services. 

The  CLC,  under  the  authority  delegated  by  the  President  in  Executive 
Order  11615,  issued  a  series  of  orders  putting  the  general  freeze  into  operation 
and  made  the  principal  policy  decisions  during  the  freeze.  Policy  was  imple¬ 
mented  through  an  organizational  system  headed  by  the  Director  of  the 
Office  of  Emergency  Preparedness  (OEP)  which  was  delegated  the  authority 
to  administer,  monitor,  and  enforce  the  freeze.  The  OEP,  through  its  nation¬ 
wide  organization  (which  is  designed  to  meet  national  emergencies  or  natural 
disasters  and  plan  for  economic  contingencies  arising  from  possible  emer¬ 
gencies)  successfully  carried  out  this  assignment  during  the  freeze  period.  The 
OEP  was  assisted  in  interpreting  and  enforcing  the  freeze  regulations  by  the 
Treasury  Department’s  Internal  Revenue  Service,  a  specially  designated  unit 
of  Department  of  Justice  attorneys,  and  Agricultural  Stabilization  and 
Conservation  Service  field  offices. 

Freeze  Policies 

Reflecting  the  basic  objectives  of  the  freeze,  the  CLC’s  policy  decisions 
tended  in  the  direction  of  the  most  emphatic  possible  stop  to  the  inflation. 
Only  a  minimum  of  exceptions  to  the  freeze  on  prices,  wages,  and  rents 
was  permitted.  Because  of  the  complexities  erf  the  markets  for  many  goods 
and  services,  however,  it  proved  difficult  to  develop  precise  definitions  that 
applied  with  equal  effect  in  all  situations.  The  basic  principle  of  the  freeze, 
as  applied  to  wages,  prices,  and  rents,  was  that  the  rate  of  payment  during 
the  freeze  period — Augvist  16  to  November  13 — could  not  exceed  the  rate 
in  effect  during  the  base  period — ^July  16  through  August  14. 

Wages  and  Salaries.  The  crucial  question  in  applying  the  basic  principle 
of  the  freeze  was  what  “in  effect”  meant  in  cases  where  a  prefreeze  contract 
or  other  arrangement  called  for  a  larger  wage  payment  during  the  freeze 
period  than  had  actually  been  paid  during  the  base  period.  It  was  argued 
at  the  time  that  contracts  have  a  sanctity  which  must  be  respected  and 
that  a  logical  line  could  be  drawn  to  distinguish  contracts  from  other  ar¬ 
rangements  incorporating  the  expectation  of  a  wage  increase.  However, 
the  opposing  argument  was  that  there  was  neither  a  logical  nor  an  equitable 
distinction  in  this  type  of  situation,  and  to  give  preferential  treatment  to 
contracts  as  the  bases  for  granting  wage  increases  would  discriminate  against 
workers  not  covered  by  contracts. 

This  issue  was  resolved  by  deciding  that  wages  would  be  limited  during 
the  freeze  to  the  rates  actually  paid  woricers  during  the  base  period,  even 
though  they  might  have  entered  into  an  agreement  calling  for  higher 
rates  to  take  effect  sometime  during  the  freeze.  Such  resolution  of  the  issue 
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was  deemed  to  be  the  most  explicit  and  strai^tforward  application  of  the 
freeze.  Moreover,  approval  of  these  higher  rates  would  have  seriously  under¬ 
mined  effectiveness  of  the  freeze  and  probably  would  have  eroded  public 
suppcxt,  which  was  based  on  equal  treatment  of  all  groups.  Another  impor¬ 
tant  concern  in  this  decision  was  the  desire  to  avoid  negative  effects  on  pro¬ 
duction  or  investment.  To  allow  wage  increases  to  go  into  effect  during 
the  freeze,  while  keeping  an  immovable  lid  on  prices,  would  have  squeezed 
profits  severely  in  some  cases  and  might  have  resulted  in  some  firms’  tem¬ 
porarily  curtailing  production  and  employment,  especially  since  relief  might 
have  been  expected  after  the  freeze.  To  identify  such  cases  and  permit 
selective  price  increases  only  where  they  were  necessary  to  prevent  this 
result  was  not  administratively  feasible  in  the  time  limits  of  the  freeze  period. 

Prices  and  Rents.  The  decision  not  to  permit  wage  increases  to  take  effect 
during  the  freeze  even  if  they  had  been  contracted  for  earlier  was  paralleled 
in  the  GLC  regulations  for  both  prices  and  rents.  Rent  increases  were  not  al- 
k>%ved,  even  though  tenants  before  August  15  had  signed  leases,  secured  by 
deposits,  calling  for  increases. 

In  the  case  of  prices,  the  ceiling  for  the  freeze  period  was  the  highest 
price  at  or  above  which  a  “substantial  v<^ume’’  (interpreted  to  mean  at  least 
10  percent  of  the  total)  of  transactions  had  taken  place  in  the  30  days 
preceding  the  freeze.  If  no  transactions  had  taken  place  during  that  period, 
the  nearest  preceding  30-day  period  in  which  transactions  occurred  was  to  be 
used  as  the  base.  A  price  transaction  was  deemed  to  have  occurred  when  the 
seller  shipped  a  product  to  the  buyer,  not  when  the  order  for  the  product 
was  received.  Thus,  sales  contracts  entered  into  before  August  15  providing 
for  deliveries  during  the  freeze  at  higher  than  base  period  prices  were  set 
aside. 

In  keeping  with  the  principle  of  the  freeze,  price  increases  were 
not  sancticMied  on  the  basis  of  cost  increases;  inequities  and  hardships  arising 
fnxn  this  rule  were  assumed  to  be  endurable  for  the  90-day  duration  of  the 
freeze.  Raw  agricultural  products  were  exempted  in  the  Executive  Order, 
however,  and  certain  limited  exceptions — fcx*  example,  import  price  increases 
and  seasonal  price  adjustments — were  allowed. 

Raw  Products.  The  exemption  of  raw  agricultural  products,  including 
seafood  products,  from  price  control  created  problems  for  some  processcHrs 
who  found  their  operating  margins  squeezed  between  uncontrolled  costs  and 
frozen  selling  prices  of  the  processed  foods.  Nevertheless,  increases  in  the 
uncontrolled  prices  were  not  allowed  to  be  passed  through,  althou^  there 
were  some  minor  extensions  of  the  definition  of  “raw”  products. 

Imports.  Imported  products  were  subject  to  price  increases  during  the 
freeze  at  the  level  of  the  importer  from  three  sources : 

1.  The  surcharge  on  dutiable  imports  (generally  10  prercent  of  the  cus¬ 
toms  valuation).  No  surcharge  was  applied  to  duty-fr^  impxxts  or  those 
under  quota. 
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2.  An  increase  in  dollar  price  resulting  from  fluctuations  in  international 
exchange  rates. 

3.  Price  increases  in  world  markets  which  were  reflected  in  the  delivered 
price  in  the  United  States. 

On  the  principle  that  U.S.  Government  actions  were  directly  responsible 
for  the  surcharge,  the  CLG  permitted  the  dollars-and-cents  amount  of  the 
surcharge  on  a  particular  imported  product  to  be  passed  through  successive 
transactions,  including  processing,  to  the  final  purchaser.  Increases  due  to 
dollar  depreciation  or  price  changes  on  world  markets  were  allowed  to  be 
passed  on  as  long  as  the  imported  good  retained  its  original  form.  If  an 
import  was  physically  transformed,  the  price  increase  had  to  be  absorbed. 

Setuonal  Price  Adjustments.  Sellers  of  goods  and  services  which  were 
characterized  by  a  marked  seasonal  fluctuation  in  price  were  likely  to  be  un¬ 
fairly  penalized  by  ceiling  prices  based  on  the  immediate  prefreeze  period. 
Therefore,  the  CLG  ruled  that  prices  showing  a  “large  distinct  fluctuation  at 
a  specific,  identifiable  point”  in  each  of  the  past  3  years  would  be  allowed 
to'  increase  to  the  level  reached  during  the  same  seasonal  period  of  the 
preceding  year. 

New  Products.  As  in  past  periods  of  price  control,  the  definition  of  a  prod¬ 
uct  became  controversial.  The  CLC  decided  that  to  be  considered  new  a 
product  or  service  must  be  “substantially  different”  and  not  merely  changed 
in  fashion,  style,  form,  or  packaging.  In  the  event  of  introduction  of  a  genu¬ 
inely  new  product  or  service  during  the  freeze,  two  alternative  methods  of 
pricing  were  permitted ;  the  price  could  be  based  on  the  price  of  comparable 
products  or  services  or  on  the  unit  cost  plus  the  normal  maurkup  of  similar 
products  or  services. 

Other  Rulings.  The  CLC  determined  that  price  ceilings  did  not  apply 
to  exports  and  that  increases  in  various  welfare  payments,  workmen’s  com¬ 
pensation,  and  employers’  contributions  to  previously  effective  fringe  bene¬ 
fits  were  not  covered  by  the  freeze.  Pay  increases  resulting  from  bona  fide 
promotimis  to  jobs  of  greater  responsibility  and  progression  of  apprentices  or 
learners  to  more  skilled  levels  according  to  preestablished  programs  were 
permitted  on  the  grounds  that  they  were  not  increases  in  the  wage  for  a 
given  job.  Actual  wage  increases  were  also  permitted  to  meet  requirements 
of  minimum  wage  laws  or  to  eliminate  illegal  discriminatory  employment 
practices. 

Exemptions.  In  all,  nearly  6,000  requests  for  exemptions  and  exceptions  to 
the  freeze  regulations  were  considered  by  the  CLC;  five  individual  exemp¬ 
tions  were  made.  Many  requests  were  from  persons  in  financial  difficulties 
not  due  to  the  freeze.  Many  others  were  from  persons  whose  proposed 
changes  were  permissible  under  existing  regulations. 

The  freeze  generated  numerous  problems  for  its  administrators,  but  most 
of  their  concern  was  occasioned  by  a  small  proportion  of  the  econcHny’s 
millions  of  different  wages,  prices,  and  rents.  The  public  was  kept  informed 
by  a  series  of  questioiu  and  answers  that  amplified  amd  interpreted  the 
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definitions  of  the  original  Executive  Order  released  by  the  CLC;  the  sub¬ 
stance  these  interpretations  and  definiricms  was  incorporated  in  the  more 
extensive  regulaticxis  and  circulars  published  in  the  Federal  Register  by  the 
Office  of  Emergency  Preparedness. 

Dividends  and  Interest.  The  Economic  Stabilization  Act  of  1970  did  not 
include  provisions  for  regulating  interest  or  dividends.  Control  of  dividend 
payments  during  the  freeze  period  was  carried  on  through  a  program  of 
vc^untary  compliance.  The  Secretary  of  Commerce  sent  telegrams  to  about 
1,300  large  corporations,  asking  them  voluntarily  to  forego  increases  in 
dividends  during  the  freeze,  and  he  received  practically  unanimous  support. 
Although  interest  rates  were  not  controlled  during  the  freeze,  most  rates 
dropped  significantly,  in  p>art  because  of  the  abatement  of  inflationary 
expectations. 

Administrative  Record  of  the  Freeze 

Little  administrative  planning  and  no  organizational  preparation  could  be 
carried  out  before  August  15.  Such  activity  might  have  given  public  notice  to 
the  impending  control  program  and  jeopardized  its  prospects  for  success.  As  a 
result,  the  freeze  was  as  much  a  surprise  to  almost  all  of  the  people  who  were 
to  help  administer  it  as  it  was  to  the  Nation  at  large.  Given  these  circum¬ 
stances  at  its  initiation,  the  administration  of  the  freeze  program  must  be 
accounted  outstandingly  effective. 

In  exercising  its  authority  to  administer,  monitor,  and  enforce  the  freeze 
regulations,  OEP  had  the  benefit  of  its  established  facilities,  including  a 
system  of  10  regional  offices  (two  of  which  were  specially  opened  during  the 
freeze)  connected  to  Washington  headquarters  by  private  teletype.  In  addi¬ 
tion  to  OEFs  300  employees,  personnel  from  many  other  Government 
departments  and  agencies,  including  2,500  IRS  employees,  were  engaged 
at  least  part  time  in  the  program. 

Inquiries  and  Complaints.  During  the  freeze  period  approximately  1  mil¬ 
lion  inquiries  regarding  the  stabilization  program  were  received  (mostly  by 
telephone) ;  of  these  two-fifths  concerned  prices  and  the  rest  were  equally 
divided  between  wages  and  rents.  Most  of  these  were  requests  for  interpre¬ 
tations,  but  nearly  50,000  were  ccxnplaints  of  alleged  violations,  75  jjercent 
of  which  amcemed  prices.  Rents  accounted  for  19  percent  of  the  complaints 
and  wages  6  percent.  Over  60  percent  of  these  complaints  were  found  not 
to  involve  actual  violations;  almost  all  of  the  remaining  cases  were  brought 
into  compliance  informally  or  through  routine  investigation. 

In  addition,  over  85,000  spot  checks  carried  out  by  IRS  indicated  over  90 
percent  in  compliance.  Of  those  in  violation,  over  half  promptly  and  volun¬ 
tarily  complied  when  the  violation  was  {minted  out. 

Litigation.  About  200  cases  of  violators  who  refused  to  comply  voluntarily 
after  initial  contact  were  forwarded  to  OEP  re^onal  offices  during  the 
freeze;  all  but  a  few  of  these  cases  were  resolved  without  court  action.  Eight 
cases  had  reached  court  and  23  more  were  in  various  stages  of  prepara- 
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don  in  the  Jusdce  Department  as  the  freeze  ended.  This  relatively  small 
volume  of  litigation  reflects  the  widespread  compliance  with  the  freeze. 

EfftcHoeness  of  the  Freeze 

Viewed  as  a  whole  and  against  the  circumstances  of  its  initiation,  the 
freeze  was  a  major  success.  Its  primary  purpose  was,  of  course,  to  reduce  the 
rate  of  infladon  amd  its  success  in  that  respect  may,  in  some  degree,  be 
inferred  from  the  behavior  of  the  major  price  indexes. 

Consumer  Price  Index.  During  the  freeze  the  rate  of  increase  of  con> 
sumer  prices  as  measured  in  the  consumer  price  index  slowed  by  more  than 
half  frc»n  the  prefreeze  rate  (Table  20).  The  index  did  not  show  a  com- 

Tablb  20. — Changes  in  consumer  prices,  selected  months,  1971 
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plete  halt  because  prices  of  srane  items  in  the  index  (about  10  percent  of 
the  total  weight)  were  unaffected,  as  a  result  of  exempdons,  excepdons, 
and  inapplicad}ility  of  the  controls.  In  addidon,  the  rate  of  price  increase 
was  somewhat  overstated  by  the  index  during  this  period  because  time  lags 
in  the  oollecdon  of  price  data  caused  some  prefreeze  price  changes  to  be 
rqx>rted  during  the  freeze.  The  exempdons  and  the  measurement  problem 
led  to  a  ccHidnued  rise  in  the  index  during  the  freeze.  Partly  because  of  this, 
special  analyses  of  price  changes  hem  by  hem  were  imdertaken.  These  showed 
that  except  for  raw  agricultural  products  the  prices  were  unchanged  between 
October  and  November  for  86  percent  ol  120,000  consumer  items  fcK  vdiich 
comparisons  could  be  made;  fcxr  -ibout  6)4  percent  prices  declined,  and  for 
about  7  percent  prices  increased  (Table  21).  A  similar  pattern  was  found 

Table  21. — Changes  in  consumer  prices,  selected  items,  October  to  November  1971 
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for  the  September-October  period.  Some  increases  were,  of  course,  per¬ 
mitted  by  the  CLC  regulations,  but  it  was  not  possible  to  determine  from 
these  data  whether  the  small  proportion  of  increases  that  did  occur  were 
entirely  the  result  of  allowable  increases. 

Industrial  Wholesale  Prices.  The  effect  of  the  freeze  on  wholesale  prices, 
which  is  easier  to  observe  because  there  are  fewer  lags  in  the  collection  of 
data,  was  even  more  impressive  than  in  the  case  of  the  consumer  price  index. 
The  index  of  industrial  commodity  prices,  which  had  risen  at  an  accelerating 
rate  after  the  first  3  months  of  1971,  declined  at  an  annual  rate  of  1.3 
percent  from  August  through  November  (Table  22).  The  decline  affected 


Table  22. — Changes  in  wholesale  industrial  commodity  prices,  selected  months,  1971 
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most  of  the  industrial  coiiunodity  cat^[ories;  the  few  increases  that  did  occur 
were  attributable  to  import  price  increases  or  factors  such  as  the  seasonal 
fluctuations  associated  with  introductiom  of  new  automobile  models. 

Average  Hourly  Earnings.  The  freeze  on  the  wage  and  salary  side  also  was 
effective.  Hourly  earnings  (adjusted  to  more  nearly  approximate  wage 
rates)  had  shown  an  annual  rate  of  increase  of  about  7  percent  prior  to 
August;  this  dropped  to  an  annual  rate  of  about  1^  percent  between 
August  and  November. 

PHASE  II:  ISSUES  AND  ORGANIZATION 

The  broad  support  of  and  compliance  with  the  freeze  reflected  a  national 
willingness  to  support  a  rigorous  anti-inflationary  program,  even  at  the  cost 
of  some  hardship.  But  it  was  clear  from  the  outset  that  the  freeze  had  cer¬ 
tain  important  limitations  if  extended  indefinitely.  An  indefinite  freeze 
is  unworkable  in  a  dynamic  economy,  where  technology,  new  products 
and  changing  demand  patterns  exert  a  continuing  strong  influence  on 
prices.  Movements  of  prices  and  wages  serve  the  essential  purposes  of  oi^- 
nizing  and  guiding  the  allocation  of  resources,  and  to  suppress  them  for  long 
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would  leriouBly  distort  resource  allocation.  The  proper  goal  of  the  stabiliza¬ 
tion  program  is  to  reestablish  an  acceptably  low  rate  of  price  increase  by 
reducing  expectations  of  continued  strong  inflation  and  eliminating,  to  the 
extent  possible,  practices  and  behavior  which  sustain  or  promote  inflation. 
But  underlying  expectations  of  a  continuing  inflationary  trend  could  not 
be  arrested  by  a  short  freeze.  A  sequd  would  therefore  be  required;  this 
plan  was  reported  to  the  Nation  in  the  President’s  October  7  announcement. 

It  was  vital  to  the  success  of  the  effort  to  disinflate  through  a  system  of  con¬ 
trols  that  the  transition  from  the  freeze  to  Phase  II  should  be  orderly,  well 
understood,  and  widely  supported.  Many  possible  paths  could  have  been 
followed  in  the  Phase  n  price-wage  control  system.  In  a  free  nation  with  a 
market  economy,  however,  these  paths  are  somewhat  circumscribed  by  social, 
political,  institutional,  auid  economic  constraints.  In  this  instance,  these  con¬ 
straints  required  that  the  control  system  employed  in  Phase  II  be  as  effective 
and  equitable  as  possible  in  reducing  the  inflation,  while  still  permitting  the 
maximum  operation  of  normal  market  mechanisms  and  ensuring  an  early 
return  to  a  free  market  ecoiKMny.  Administratively,  the  system  also  had  to  be 
streamlined  and  efficient,  and,  to  work,  it  had  to  earn  a  high  degree  of  pub¬ 
lic  support.  These  considerations  raised  certain  decisive  issues.  Paramount 
among  them  were  these  questions: 

Should  the  program  be  mandatory? 

How  comprehensive  should  the  program  be? 

How  should  the  program  be  administered  and  enforced? 

Who  should  set  standards  of  price-wage  behavior? 

What  standauds  should  be  set? 

In  addressing  these  problems  of  Phase  II,  the  President  and  his  CkMt  of 
Living  Council  consulted  with  numerous  representatives  of  each  major 
interest  in  the  control  program :  labor  and  business,  farmers  and  coruumers. 
State  and  local  governments,  and  the  Congress.  The  discussions  revealed 
an  almost  unanimous  belief  that  the  anti-inflationary  effort  should  be  con¬ 
tinued  to  a  successful  conclusion,  but  a  great  diversity  of  strongly  held 
opinion  about  the  best  strategy  and  procedures  for  achieving  price  stability. 
A  consensus  was  ultimately  fashioned  upon  the  belief  that  Phase  II  required : 
(a)  A  clear-cut,  publicly  supportable  goal  for  die  disinflationary  effort;  (b) 
machinery  allowing  the  public  and  major  elements  of  the  economy  to  par¬ 
ticipate  in  setting  policy  and  administering  the  program;  (c)  'an  essen¬ 
tially  self-administered  system  embodying  strong  incentives  to  encourage 
anti-inflationary  behavior;  (d)  provision  in  the  system  for  maximum  con¬ 
tinued  operation  of  competitive  pricing  and  free  collective  bargaining. 

In  the  interests  of  equity  and  effectiveness  (and  for  the  reasons  noted 
earlier  in  this  chapter  with  respect  to  the  freeze)  it  was  decided  that  Phase  II 
controls  would  be  mandatory  and  initially  as  comprehensve  in  their  direct 
coverage  as  was  administratively  feasible.  In  large  measure,  this  decision  was 
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based  cm  the  intensity  and  pervasiveness  of  the  prefreeze  inflation.  The 
intention  was  to  preserve  the  psychological  benefits  already  realized  by  the 
freeze,  to  prevent  an  outbreak  of  renewed  inflationary  increases  in  prices  or 
wages  in  any  uncontrolled  sectors,  and  to  establish  a  broad  pattern  of 
restraint  and  thus  reassure  the  public  that  the  process  of  stemming  inflation 
would  be  as  widely  and  evenly  distributed  as  possible.  This  decision  for 
almost  universal  coverage  at  the  outset  did  not  preclude  the  possibility  of 
a  subsequent  relaxation  of  the  controls  by  stages,  as  the  effectiveness  of  the 
system  was  demonstrated,  confidence  in  the  control  of  inflation  was 
strengthened,  and  sectors  of  the  economy  no  longer  requiring  control  were 
identified. 

A  major  issue  of  post-freeze  control  strategy  was  which  of  two  courses  to 
pursue.  One  alternative  was  to  follow  up  the  freeze  pericxl  with  what  might 
be  called  a  semifreeze,  holding  close  to  the  rigid  standards  of  the  freeze 
as  long  as  possible.  The  danger  here  was  that  inequities  and  hardships  caused 
by  the  freeze  had  built  up  so  much  pressure  that  there  would  be  an  explosion 
that  might  wreck  Phase  II  before  it  got  underway;  also  there  would  be 
increasing  problems  of  resource  allocation.  The  other  alternative  was  to 
move  quickly  to  the  more  flexible  and  durable  standards  that  would  even¬ 
tually  be  needed,  recognizing  that  this  would  cause  a  transitional  bulge  of 
wage  and  price  increases.  Because  of  concern  that  a  rigid  stance  would  both 
undermine  the  operation  of  normal  market  fimctions  and  force  major  con¬ 
frontations  that  might  endanger  the  continuation  of  the  whole  program,  the 
second  of  the  two  courses  was  followed.  The  cost  of  this  choice  was  a  tempo¬ 
rary  p>eriod  of  wage  and  price  increases  in  excess  of  the  goal. 

Maintenance  of  maximum  cooperation  and  support  was  also  a  vital  con¬ 
sideration  in  structuring  the  policy-setting  bodies.  On  the  wage  side  it  was 
evident  that  participation  of  labor  and  management  would  be  required  to 
give  both  groups  a  voice  in  the  direction  of  the  program  and  to  ensure  equal 
treatment.  It  also  was  abundantly  clear  that  administration  and  policymak¬ 
ing  in  this  unique  situation  would  require  great  expertise  in  the  area  of  price- 
wage  determination  and  that  such  ability  was  best  found  among  persons  with 
long  exp>erience  and  training  in  the  field.  Also,  large  segments  of  the  Nation — 
including  business,  unions,  and  the  general  public — had  increasingly  sup¬ 
ported  a  control  program  in  1970-71,  and  their  insights  and  participation 
were  believed  to  be  an  impx>rtant  factor  in  the  successful  operation  of  the 
controls  program. 

Structuring  of  the  policy-setting  bodies  could  have  taken  several  directions 
but  the  considerations  summarized  above  pointed  toward  a  tripartite  com¬ 
bination  (equal  representation  of  labor,  management  and  the  public)  for 
policy  determination  in  the  wage  area,  and  toward  public  membership  only 
on  the  price-policy  body.  In  matters  of  pay,  the  different  types  of  expertise 
and,  above  all,  the  need  and  desire  for  cooperation  dictated  a  tripartite 
board. 
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Announcement  of  Phase  II 

On  October  7  the  President  announced  the  outlines  of  the  Phase  II 
program.  The  goal  of  the  program,  as  proposed  by  the  CLC,  was  to  reduce 
the  rate  inflation  to  the  2  to  3  percent  range  by  the  end  of  1972,  a 
reduction  to  about  half  the  prefreeze  rate.  The  development  of  guidelines 
and  standards  to  attain  this  goal  was  to  be  in  the  hands  of  policy-setting 
units  comprised  primarily  of  personnel  drawn  from  various  sectors  of  the 
economy,  outside  of  Government  but  acting  in  the  public  interest.  The 
controls  were  to  cover  the  economy  broadly,  were  to  be  mandatory,  and  were 
to  be  removed  when,  in  the  President’s  judgment,  conditions  had  been 
achieved  which  promised  the  maintenance  of  reasonable  price  stability 
without  them. 

In  its  specific  provisions,  the  administrative  machinery  (established  in 
Executive  Order  11627)  was  to  operate  along  participatexy  lines  to  the 
greatest  extent  practicable.  The  CLC,  consisting  of  high  Government  officials 
and  representing  the  President’s  direct  interest,  was  assigned  the  responsi¬ 
bility  of  establishing  broad  goals,  determining  the  coverage  of  the  control 
program,  overseeing  enforcement,  and  coordinating  the  anti-inflationary 
effort  in  line  with  the  overall  goals  (Chart  9) . 

The  primary  bodies  created  to  develop  standards  and  make  decisions 
on  changes  in  all  prices  (including  rents)  as  well  as  compensation  (wages, 
salaries,  and  fringe  benefits)  were,  respectively,  the  Price  Ccxnmission,  com¬ 
posed  of  seven  public  members,  and  the  tripartite  Pay  Board  of  15  members, 
who  were  divided  equally  among  business,  labor,  and  public  representatives. 

Advisory  committees  were  also  established  to  promote  a  voluntary  program 
to  restrain  interest  rates  and  dividends,  elicit  State  and  local  government  co¬ 
operation,  and  to  suggest  means  to  curtail  price  increases  in  the  health 
services  industry.  A  rent  advisory  board  including  landlord,  tenant  and  pub¬ 
lic  representatives  was  created  to  counsel  the  Price  G<xnmission,  while  the 
preexisting  tripartite  Construction  Industry  Stabilization  Committee  was 
placed  imder  the  authority  of  the  Pay  Board.  The  National  Commission  on 
Productivity  was  expanded  and  assigned  the  advisory  role  of  ensuring  that 
the  entire  stabilization  program  encouraged  productivity  growth. 

For  purposes  of  administrative  efiiciency,  the  CLC  decided  that  smaller 
economic  units  should  not  be  required  to  give  advance  notice  or  to  report 
price  and  wage  increases  which  were  consistent  with  the  basic  guidelines 
established  by  the  Price  Commission  and  Pay  Board.  The  largest  firms  ai.d 
employee  groups  were  required  to  obtain  advance  approval  from  the  Com¬ 
mission  and  the  Board  for  any  change,  and  an  intermediate  group  was 
required  to  report  after  wages  or  prices  were  increased  in  accordance  with 
the  stabilization  rules.  These  tiers  are  shown  in  Table  23.  The  CLC  also 
recognized  that  prices  of  some  products  and  services  were  either  insignificant 
in  the  overall  inflation  problem,  relative  to  the  administrative  difficvilty  of 
controlling  them,  or  were  subject  to  direct  controls  outside  the  Economic 
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Chart  9 


Post-Freeze  Organization 
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Stabilization  Act  These  were  exempted  from  direct  control.  By  year  end 
this  group  included: 

Raw  agricultiual  products 

Raw  seafood  products 

Life  insurance 

United  States  Postal  Service 

Certain  custom  products  and  services 

Exports 

Imports  (first  sale  into  U.S.  commerce) 

Intemationad  ocean  shipping  rates 
Damaged  and  used  products 
Sales  of  U.S.  Government  property 

Real  estate,  both  improved  and  unimproved  (except  for  improvements 
completed  after  August  15,  1971,  for  a  predetermined  price) 

Rentals  of  residential  units  constructed  (or  substantially  rehabilitated) 
after  August  15, 1971 

Seciurities  and  financial  instruments  (including  commodity  futures  on 
(Hganized  exchanges) 

State  and  local  government  fees  amd  chauges  for  services 

Tuition  fees  wd  charges  of  private  nmiprofit  educationad  orgamizations 

Pay  of  Americams  working  amd  living  abroaul 

Federad  pay,  fees,  amd  chauges 

Watges  below  the  Federad  minimum 

Prices,  rents,  amd  waiges  in  the  Commonweadth  of  Puerto  Rico 
Rents  of  faum,  industriad,  amd  ncmresidential  property. 


PRICE  COMMISSION  AND  PAY  BOARD  STANDARDS 
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Members  of  the  Price  Commission  and  Pay  Board  assumed  their  duties 
in  late  October.  From  then  to  mid-November,  when  the  freeze  ended,  they 
had  to  organize  staff,  publish  specific  guideline  regulations,  and  establish 
prenotification  and  reporting  procedures.  Both  groups  were  also  under 
immediate  pressure  at  the  opening  of  Phase  II  to  deal  with  special  problems 
created  by  the  90-day  freeze. 

Price  Standards 

In  assuming  its  responsibilities,  the  Price  Commission  announced  a  goal 
of  holding  the  rate  of  average  price  increases  across  the  economy  “to  no 
more  than  2J4  percent  per  year.”  This  conformed  to  the  CLC’s  goal  of 
getting  the  inflation  down  to  no  more  than  2  to  3  percent  by  the  end  of  1972. 
The  Price  Commission  also  set  forth  the  general  rule  that  no  price  might 
be  increased  beycmd  the  ceiling  price  established  for  the  freeze  period,  ex¬ 
cept  in  accordance  with  its  regulations.  The  terms  of  these  regulations  were 
as  follows: 

1.  Manufacturers  and  Service  Organizations.  These  firms  were  permitted 
to  increase  their  prices  to  reflect  allowable  cost  increases  which  had  occurred 
since  their  last  price  increase  but  not  before  January  1,  1971.  The  cost  in¬ 
creases  were  to  be  reduced  to  reflect  productivity  gains.  Such  price  increases 
could  not  have  the  effect  of  increasing  the  firm’s  profit  margin  (profits 
before  taxes  as  a  percentage  of  sales)  over  its  margin  prevailing  in  a  base 
period  (defined  as  the  highest  average  of  two  of  a  firm’s  3  fiscal  years  ending 
prior  to  Augmt  15, 197 1 ) ; 

2.  Retailers  and  Wholesalers.  These  firms  were  permitted  to  increase  their 
prices  consistent  with  maintaining:  (a)  Their  customary  initial  p>ercentage 
markup  on  products  equal  to  or  less  than  that  prevailing  during  the  freeze 
period  or  (at  the  firm’s  option)  during  the  firm’s  last  fiscal  year  ending  be¬ 
fore  August  15,  1971,  and  (b)  the  before-tax  profit  margin  of  the  firm  equal 
to  or  less  than  that  prevailing  in  the  base  period  (defined  as  for  manu¬ 
facturers,  above) . 

These  regulations  had  the  effect  of  placing  a  ceiling  on  the  firm’s  overall 
ratio  of  profit  to  sales,  the  ceiling  being  determined  by  the  experience  in  the 
past  3  years.  The  formula  for  permissible  price  increases  normally  precluded 
an  increase  in  the  profit  margin  on  individual  products;  in  the  event  that 
product  mix  factors  had  the  effect  of  increasing  the  firm’s  overall  profit 
maigin,  the  ceiling  became  operative.  However,  absolute  profits  could  con¬ 
tinue  to  advance  in  step  with  expanded  production  and  sales.  Since  the  regu¬ 
lations  applied  to  individual  producers  and  sellers,  competitive  influences 
could  continue  to  operate  as  an  additional  downward  pressure  on  prices. 
This  factor  was  inrunediately  apparent  in  cases  where  some  manufacturers’ 
effective  price  increases  were  below  those  justified  by  their  cost  increases 
because  major  competitors  had  been  permitted  a  smaller  increase.  This 
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procedure  also  avoided  the  costly  and  time-consuming  process  o(  setting 
individiul  price  ceilings  for  individual  products,  with  attendant  problems 
of  product  definitkxi  and  of  assembling  and  ansJyzing  data. 

Immediately  after  the  freeze  the  Price  Commission  gave  priority  to  de¬ 
cisions  on  requests  from  Tier  I  firms  for  price  increases  based  on  long-term 
contracts  written  before  the  freeze,  on  adjusted  base  prices,  or  on  price 
adjustments  posted  or  aimounced  prior  to  August  15,  1971,  as  well  as  for 
price  increases  based  on  contractual  wage  and  other  cost  increases  where 
price  adjustments  had  been  deferred  by  the  freeze.  Other  price  increases 
calling  for  advance  notification  were  to  be  dealt  with  on  the  basis  of  approval 
or  disapproval  by  the  Price  Commission  within  30  days. 


Labor  Cost  Pass-Through.  The  Price  Ccmimission  made  clear  soon  after  t 

assuming  its  duties  that  it  would  not  necessarily  grant  price  increases  reflect-  * 

ing  the  full  amount  of  iiKreases  in  labor  costs,  i.e.,  increases  in  wages  and  | 

benefits  minus  gaiiu  in  productivity.  It  promised  “to  look  very  carefully  at  i 


any  labor  cost  increase,  even  if  allowed  by  the  Pay  Board,  to  determine  its 
impact  on  price  inflation,”  and  said  that  “in  general”  it  would  not  recognize 
wage  increases  that  exceeded  the  Pay  Board’s  basic  standard. 

Rants.  Price  Commission  rules  for  increases  in  residential  rents  provided 
that  the  landlord  could : 

1.  Increase  his  rent  charge  by  2j/a  percent  annually  above  the  base  rental 
upon  30-days  notice  to  the  tenant 

2.  In  additicMi,  increase  his  rent  charge  by  the  dollars-and-cents  anuHint 
of  the  increase  of  State  and  local  government  taxes,  fees,  and  charges  for 
services  allocable  to  the  individual  unit 

3.  Increase  monthly  rents  by  Ij^  percent  of  the  total  cost  of  major 
capital  improvements  made  after  August  15, 1971. 

4.  In  the  case  of  leases  which  had  not  been  renewed  within  90  days  prior 
to  Aug^t  15,  establish  a  new  base  rent,  defined  as  that  in  effect  on  May  25, 
1970,  plus  5  percent. 

Fire  and  Casualty  Insurance.  Price  Commission  policies  covering  all  non¬ 
exempt  insurance  coverage  restricted  projection  of  increases  in  company- 
controlled  costs  (as  opposed  to  actuarial  factors)  to  2J4  percent,  limited  the 
projection  of  inflationary  trend  factors  to  62.5  percent  of  what  they  would 
have  been  in  the  absence  of  an  economic  stabilization  program,  stipulated 
that  no  changes  could  be  made  in  ratemaking  formulas  which  would  in¬ 
crease  rates  and,  in  lieu  the  general  probt  margin  test,  imposed  a 
2^-percent  limit  on  increases  in  the  profit  portion  of  the  premium.  Insurance 
departments  of  the  various  State  governments  are  responsible  for  administer¬ 
ing  these  guidelines,  although  6nal  authority  to  review  rate  increases  remains 
with  the  Commission. 

Public  Utilities.  Under  the  Price  Commission’s  rules  all  public  utilities  with 
$100  million  or  more  in  annual  revenues  in  their  most  recent  fiscal  year  were 
required  to  notify  the  Commission  when  they  request  a  rate  increase  from 
their  respective  regulatory  agency  as  well  as  when  the  increase  is  permitted 
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to  be  effective ;  public  utilities  with  revenues  of  betiween  $50  million  and  $100 
million  were  required  to  notify  the  Commission  when  they  were  granted  an 
increase.  The  Commission  relies  initially  upon  certification  by  the  regulatory 
agency  that  the  increase  conforms  to  criteria  specified  by  the  Commission; 
however,  the  Commission  retains  the  right  to  disapprove  an  increase  within 
10  days  after  it  has  been  granted. 

Firms  Showing  Losses  or  Low  Profits.  Notwithstanding  its  other  regula¬ 
tions,  the  Price  Commission  authorized  all  firms  currently  sustaining 
a  loss  to  increase  their  prices  to  the  break-even  level.  In  addition,  firms  with 
annual  sales  of  $1  million  or  less  were  permitted  to  increase  prices  to  bring 
their  profit  margins  on  sales  up  to  3  percent  regardless  of  their  experience 
in  the  previous  3  years. 

Health  Care  Services.  The  Price  Commission  approved  policies  for  this 
sector  recommended  by  the  Health  Services  Industry  Advisory  Committee 
which  operated  under  the  jurisdiction  of  the  CLC.  The  guidelines  divided  the 
industry  into  two  categories:  Institutional  providers,  such  as  hospitals  and 
nursing  homes,  were  to  be  permitted  only  such  price  increases  as  were  justified 
by  allowable  costs  adjusted  for  productivity  gains.  Increases  from  2^2  to  6 
percent  had  to  be  reported  to  the  Internal  Revenue  Service  with  supporting 
justification  and  to  the  appropriate  medicare  intermediary;  and  increases 
above  6  percent  required  an  exception  granted  by  the  Price  Commission. 
Noninstitutional  providers,  including  physicians,  were  permitted  average 
aggregate  increases  in  their  prices,  based  on  allowable  cost  increases,  of  no 
more  than  2^4  percent  jjer  year.  Such  increases  might  not  have  the  effect  of 
increasing  profit  margins  of  the  providers  above  the  average  of  the  highest 
two  of  the  past  3  years.  Nonprofit  providers  were  not  permitted  to  increase 
the  ratio  of  their  net  revenues  to  their  gross  revenues  as  compared  to  the 
base-year  average. 

Term  Limit  Pricing.  The  Price  Commission  late  in  1971  established  a  sim¬ 
plified  approach  to  approvals  for  price  increases  by  Tier  I  companies:  Under 
the  term  limit  principle  (TLP)  a  company  might  apply  for  a  weighted 
average  price  increase  covering  all  product  lines  for  a  12-month  period 
without  sp>ecific  Commission  approval  of  changes  in  individual  product 
prices.  This  modification  was  particularly  useful  to  firms  with  complex 
product  lines  which  included  thousands  of  individual  items.  The  Commis¬ 
sion  required  such  a  firm  to  keep  records  and  file  quarterly  reports;  and 
the  firm  had  also  to  establish  a  monitoring  procedure  which  would  assure 
that  the  weighted  average  of  increases  did  not  exceed  the  approved  limit. 

Prices,  Fees,  and  Charges  of  Federal,  State,  and  Local  Governments.  The 
distinction  between  prices,  fees,  and  charges  on  the  one  hand  and  the 
taxes  le\  ied  by  State  and  local  governments  on  the  other  is  often  very  arbi¬ 
trary.  Since  taxes  cannot  be  controlled  under  the  economic  stabilization 
authority,  an  inducement  to  raise  taxes  rather  than  increase  fees  might  be 
present  if  the  latter  were  controlled.  Therefore,  these  fees  (except  those  of 
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hospitals  and  public  utilities)  were  exempted  from  control.  However,  all  State 
and  local  governments  were  requested  to  take  steps  to  make  sure  that  such 
fees  did  not  increase  more  than  2)4  percent  per  year;  their  chief  executive 
officers  were  also  asked  to  report  semiannually  on  fee  increases.  Similarly,  the 
Federal  Government  was  scheduled  to  report  the  fee  increases  at  the  end  of 
each  fiscal  year. 

Interest  and  Dividends. 

Interest  rates  were  lower  during  1971  than  1970,  and  net  borrowing  by 
households  and  nonfinancial  business  units  increased  substantially.  The  de¬ 
cline  of  interest  rates  may  have  reflected  some  abatement  of  inflationary 
expectations.  Despite  the  decline  of  interest  rates  there  was  considerable 
public  concern  about  the  future  course  of  interest  rates  and  the  Committee 
on  Interest  and  Dividends  was  directed  by  the  CLC  to  maintain  close 
surveillance  of  interest  rates  with  a  view  to  formulating  and  preparing  to 
implement  a  program  of  voluntary  restraints  on  such  rates,  particularly  for 
home  mortgages  and  consumer  loans. 

The  Committee  proposed  voluntary  compliance  with  dividend  guidelines 
that  requested  that  companies  limit  dividend  increases  to  4  percent  per  share 
in  1972  (adjusted  for  splits  and  stock  dividends)  over  the  largest  per-share 
dividend  paid  in  fiscal  1969,  1970,  and  1971,  or  in  calendar  1971.  Various 
special  guidelines  carefully  defined  acceptable  procedures  where  new  com¬ 
panies,  meigers,  and  sp>ecial  situations  were  involved. 

Pay  Board  Policies 

General  policies  governing  pay  adjustments  were  adopted  by  the  Pay 
Board  early  in  November.  These  became  effective  at  the  end  of  the  freeze 
and  were  applicable  to  all  employees  other  than  Federal  employees  and  per¬ 
sons  earning  less  than  the  Federal  minimum  wage.  These  guidelines  included 
three  provisions.  First,  permissible  annual  pay  increases  would  be  those  nor¬ 
mally  considered  supportable  by  productivity  improvement  and  cost-of-living 
trends.  The  initial  general  standard  for  new  contracts  and  adjustments  was 
set  at  5)4  percent  and  was  subject  to  periodic  review  by  the  Board.  Second, 
existing  contracts  and  pay  practices  established  before  November  14  would  be 
allowed  to  operate,  subject  to  challenge  by  five  members  of  the  Board  or  a 
party  at  interest.  Third,  retroactive  payments  for  wage  increases  temporarily 
foregone  during  the  freeze  would  be  permitted  only  upon  approval  of  the 
Board. 

The  Pay  Board  delegated  to  the  CISC  the  responsibility  of  carrying  out 
Board  policy  with  respect  to  the  construction  industry.  The  Board  also  agreed 
upon  and  issued  a  series  of  definitions.  Among  the  most  important  of  these 
were  a  base  date  (November  13)  from  which  future  wage  increases  were 
measured  against  the  standard  and  definitions  of  employee  units.  The  Board 
also  waived  reporting  requirements  for  existing  contracts  until  year’s  end,  a 
deadline  later  extended  to  January  31,  1972. 
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In  mid-November  the  Pay  Board  issued  standards  regulating  certain  per¬ 
mitted  exceptions  to  the  general  5j/a  percent  pay  standard.  These  excep¬ 
tions  provided  that:  (a)  Pay  increases  of  up  to  7  percent  would  be  permitted 
where  tandem  relationships  (situations  where  pay  rates  for  certain  employees 
or  firms  are  based  on  rates  for  other  groups  of  workers  or  firms)  could  be 
proven  to  exist  under  certain  stringent  definitions,  (b)  Pay  increases  of  up  to 
7  percent  would  be  permitted  where  they  were  deemed  necessary,  within 
certain  narrow  criteria  established  by  the  Board,  to  attract  or  retain  essential 
labor,  (c)  Pay  increases  of  up  to  7  percent  would  be  permitted  until 
March  31,  1972,  where  pay  increases  had  aggregated  less  than  the  sum  of 
7  percent  per  year  for  each  of  the  past  3  years  (under  this  exception  only  the 
difference  between  the  sum  of  7  percent  per  year  for  3  years  and  the  sum  of 
the  actual  increases  might  be  added  to  the  percent  increase  normally 
permissible)  .(d)  The  portion  of  a  pay  adjustment  tied  to  changes  in  the  cost 
of  living  might  be  calculated  as  a  weighted  annual  average  increase,  provided 
that  the  sum  of  this  portion  and  the  remainder  of  the  adjustment  did  not 
exceed  the  general  p»ay  standards.  The  first  and  second  exceptions  required 
prior  approval  by  the  Pay  Board,  and  the  maximum  permissible  adjustment, 
under  any  or  all  of  these  criteria,  was  not  to  exceed  7  percent. 

Policies  (H»  executive  and  incentive  compensation  not  covered  by  collec¬ 
tive  bargaining  agreements  were  announced  late  in  December.  Essentially 
these  provided  that  executive  compensation  increases  (including  salaries, 
fringe  benefits,  and  perquisites  of  all  typies)  were  not  to  exceed  the  Sj/j  per¬ 
cent  general  standard.  Existing  incentive  compensation  and  bonus  plans  were 
permitted  to  continue  as  long  as  their  costs  did  not  rise  by  more  than  5^2 
percent  from  the  appropriate  base  period.  Existing  stock  option  programs 
were  permitted  to  continue  if  they  met  certain  detailed  legal  and  historical 
tests,  including  the  stipulation  that  the  number  of  shares  made  available 
should  not  exceed  the  average  number  made  available  during  a  3-year  base 
period.  Also  late  in  December,  the  five  business  members  of  the  Pay  Board 
reported  their  intention  to  challenge  all  deferred  pay  increases  in  excess  of 
7  percent  called  for  by  existing  labor  contracts. 

Government  Pay.  Federal  Government  employees’  pay,  subject  to  exist¬ 
ing  legislation  and  executive  decision,  was  to  be  monitored  by  the  Federal 
Pay  Agent  to  ensure  consistency  with  the  stabilization  program.  The  CLG 
was  to  advise  the  President  bn  the  consistency  of  future  Federal  pay  decisions 
with  the  economic  stabilization  program.  The  pay  of  State  and  local  em¬ 
ployees  was  subject  to  the  Pay  Board’s  rules  but  advance  notice  of  such 
increases  within  the  Board’s  general  standards  was  waived.  If  a  governmental 
unit  certified  to  the  Pay  Board  that  it  would  abide  by  the  Board’s  standards, 
it  was  required  to  report  pay  increases  only  semiannually. 

PHASE  II  OPERATIONS 

At  yearend  the  economic  stabilization  machinery  of  Phase  II  had  been 
operating  about  7  weeks.  Progress  had  been  made  by  the  Price  Commission 
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and  Pay  Board  in  adopting  and  publicizing  standards  f(Mr  price  and  wage 
behavior,  in  establishing  criteria  for  evaluating  individual  cases,  in  recruiting 
and  organizing  necessary  staff,  and  in  setting  up  reporting  procedures  and 
internal  systems  for  handling  applications. 

To  expedite  the  evaluation  of  applications  and  to  consider  regulatory 
issues,  the  Price  Commission  had  recruited  a  supporting  staff  of  approxi¬ 
mately  500  people,  while  the  Pay  Board,  whose  needs  for  staff  were  much 
smaller,  had  recruited  75.  A  stabilization  office  was  established  under  the 
Internal  Revenue  Service;  it  utilized  360  local  IRS  offices  with  about 
3,000  persons  to  administer,  interpret,  monitor,  and  enforce  the  wage,  price, 
and  rent  regulations  of  Phase  II.  A  ^lecial  unit  of  the  Justice  Department 
provided  legal  supp>ort,  with  170  people  assigned  to  this  task. 

Price  Commission 

By  early  January  there  had  been  3,460  advance  notifications  of  price 
increases  filed  with  the  Price  Commission  by  an  estimated  1,075  companies 
(among  the  estimated  1,500  companies  in  Tier  I).  The  Commission  had 
approved  requests  of  335  industrial  companies  for  price  increases,  covering 
products  having  a  sales  volume  of  $322  billion.  (The  total  sales  of  all  Tier  I 
firms  was  estimated  at  over  $800  billion.)  A  total  of  27  companies  were 
denied  requested  price  increases.  The  approved  increases  averaged  2.9  per¬ 
cent  on  a  weighted  basis  measured  against  sales  of  affected  products  by 
applicant  companies  and  1.4  percent  of  total  sales  of  the  companies  covered. 
Companies  receiving  approval  for  increases  were  among  the  Nation’s 
lai^est  producers  in  the  automotive,  steel,  aluminum,  and  coal  industries. 

The  average  approval  rate  should  not  be  construed  as  a  general  indicator 
of  the  price  behavior  (rf  all  Tier  I  firms.  In  fact,  at  the  end  of  the  year, 
the  trend  ^fted  to  lower  approvals.  In  addition,  many  large  companies 
had  indicated  to  the  Price  Conunission  their  intention  to  hold  the  line  on 
prices. 

The  Price  Commissicm  was  giving  close  attenticMi  to  a  more  detailed 
articulaticm  of  the  standards  for  price  behavior,  which  would  provide  clear 
rules  both  for  the  large  companies  required  to  report  to  the  Commission 
and  for  the  millions  of  smaller  businesses  and  individuals  in  the  economy. 
Particular  priority  was  accorded  to  interpretaticm  erf  the  requirement  that 
“productivity  gains”  be  taken  into  account. 

Pay  Board 

Up  to  mid-January  1972,  the  Pay  Board  had  received  114  applications 
for  pay  increases  from  prenotifying  Tier  I  oi^anizaticms.  The  Board  had 
acted  upon  16  applications,  approving  11  and  disapproving  five.  Two  of 
the  contracts  that  were  approved — the  coal  contract  and  the  railroad  sig¬ 
nalmen’s  contract — provided  initial  wage  and  benefit  increases  in  excess 
of  10  percent.  Both  contracts  represented  special  utuations:  The  coal  pact 
was  actually  signed  before  the  November  13  deadline  after  which  Phase  II 
rules  became  effective  and  part  of  the  signalmen’s  increase  had  been  legis- 
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lated  by  the  Congress.  Deferred  increases  in  both  contracts  are  subject  to 
review  in  1972  and  1973.  The  Board  had  also  approved  a  4-percent  increase 
for  municipal  workers  in  Chicago. 

Early  in  January  the  Pay  Board  rejected  five  prop>osed  contracts  covering 
over  100,000  aerospace  workers.  The  proposed  contracts  had  provided  first- 
year  wage  and  benefit  increases  of  about  12  percent.  Also  in  early  January 
the  Board  approved  wage  and  benefit  increases  of  less  than  5/2  percent  for 
workers  in  eight  major  organizations  in  the  prenotifying  category. 

Inquiries,  Complaints,  and  Litigation 

Inquiries  about  various  aspects  of  the  stabilization  program  averaged 
over  24,000  per  day  fnxn  Phase  IPs  initiation  to  mid-January.  Inquiries 
about  rent  regulations  accounted  for  more  than  half  the  total;  the  remain¬ 
ing  inquiries  were  divided  equally  between  wages  and  prices. 

Complaints  about  alleged  violations  of  Phase  II  rules  averaged  nearly  800 
per  day  during  Phase  II,  a  somewhat  lower  volume  than  during  the  latter 
days  of  the  freeze.  Complaints  about  prices  averaged  56  percent  of  the  total; 
rent  complaints  were  40  percent  and  wage  complaints  4  percent.  The  cumu¬ 
lative  total  of  complaints  during  Phase  II  was  over  30,000,  of  which  about 
two-thirds  had  been  resolved  by  IRS  action.  Of  some  8,700  requests  received 
for  exemptions  or  exceptions  from  stabilization  rules,  over  2,500  had  been 
resolved.  The  bulk  of  the  remainder  involved  rent  questions. 

There  were  only  a  few  court  cases  involving  Phase  II  regulations  by  year- 
end.  Two  injunctions  had  been  issued  against  threatened  evictions  and 
proposed  rent  increases.  In  a  case  covering  Phase  I  and  Phase  II  the  Gov¬ 
ernment  had  brought  action  against  a  municipal  transit  company  to  remedy 
violations  involving  fare  increases  and  reduction  of  service. 

Program  Administration 

Because  of  the  newness  of  the  controls  and  systems,  as  well  as  the  new 
staffs  and  procedures,  there  was  some  early  confusion  in  the  control  sys¬ 
tem  and  some  misunderstanding.  Probably  the  most  notable  example  of 
confusion  involved  specific  price  ceilings  and  the  lists  of  base  prices  (ap¬ 
plicable  during  the  freeze  period)  which  the  Price  Commission  required 
each  retailer  to  post.  Under  the  regulations,  prices  of  the  same  product 
could  vary  from  store  to  store,  and  products  essentially  similar  sold  by  dif¬ 
ferent  firms  could  also  vary  in  price.  Moreover,  the  legal  ceiling  prices  in 
retail  stores  could  vary  with  fluctuations  in  the  stores’  wholesale  purchase 
prices.  During  earlier  periods  of  price  controls,  ceiling  prices  were  set  by 
product  and  were  therefore  more  uniform.  Under  the  present  system  it  was 
difficult  for  the  public  to  assess  accurately  whether  actual  prices,  when  they 
were  above  the  posted  base  price,  had  been  increased  in  accordance  with 
Price  Commission  regulations  or  not.  Therefore,  in  cases  where  prices  in¬ 
creased  substantially  beyond  the  posted  base  price  the  public  was  encouraged 
to  ask  the  store  to  explain  the  increase.  If  not  satbfied,  the  consumer  could 
file  a  complaint  with  the  IRS  stating  the  basis  for  his  complaint. 
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In  the  final  analysis,  however,  elective  enforcement  depended  on  the 
advance  notification,  reporting,  and  spot-check  system,  which  permitted  the 
authorities  to  analyze  cost  and  profit  data. 

EXTENSION  OF  THE  STABILIZATION  AUTHORITY 

The  Economic  Stabilization  Act  of  1970 — the  legal  basis  for  the  freeze 
and  Phase  II  control  programs — was  scheduled  to  expire  at  the  end  of 
April  1972.  In  response  to  a  Presidential  request,  the  Congress  extended  the 
Act  to  April  1973.  Extension  of  this  authority  provides  sufficient  continuity 
and  duration  of  the  stabilization  program  to  permit  it  to  succeed.  In  ex¬ 
tending  the  Act,  however,  the  Congress  substantially  amended  it,  and 
some  provisions  of  these  amendments  may  significantly  modify  certain  poli¬ 
cies  developed  under  the  initial  economic  stabilization  program.  Under  the 
revised  Act: 

1.  Wage  and  salary  increases  which  were  scheduled  to  take  effect  after  the 
freeze  according  to  contracts  entered  into  before  August  15,  1971,  were  to  be 
paid  unless  “unreasonably  inconsistent”  with  Pay  Board  standards. 

2.  The  President  was  directed  to  take  action  to  pormit  wage  and  salary 
increases  which  were  scheduled  to  take  effect  during  the  freeze  according 
to  contracts  negotiated  prior  to  the  freeze,  but  not  paid  because  of  the 
freeze,  to  be  paid  retroactively  unless  “unreasonably  inconsistent”  with 
Pay  Board  standards. 

3.  The  President  was  directed  to  take  action  to  require  the  retroactive 
payment  of  wage  and  salary  increases  provided  for  by  law  or  contract  prior 
to  August  15,  1971,  where  prices  had  been  advanced,  productivity  increased, 
taxes  had  been  raised,  appropriations  had  been  made,  or  funds  had  other¬ 
wise  been  raised  or  provided  for  in  order  to  cover  such  increases,  regardless 
of  Pay  Board  standards. 

4.  Employer  contributions  to  pensions,  profit-sharing,  annuities,  and  sav¬ 
ings  plans  qualified  under  the  Internal  Revenue  Code,  as  well  as  contribu¬ 
tions  to  group  insurance  and  disability  and  health  plans  were  not  to  be 
included  in  the  definition  of  “wages  and  salaries”  for  control  purpx>ses  unless 
they  were  “unreasonably  inconsistent”  with  standards  for  wages,  salaries,  and 
prices. 

5.  Wage  increases  to  any  individual  whose  earnings  were  substandard  or 
who  was  a  member  of  the  working  poor  were  not  to  be  limited  in  any  manner, 
until  such  time  as  his  earnings  were  no  longer  substandard  or  until  he  was  no 
longer  a  member  of  the  working  p>oor. 

ASSESSMENT 

The  Economic  Stabilization  Act  requires  this  Report  to  give  “an  assess¬ 
ment  of  the  progress  attained  in  achieving  the  purpxMes  of  this  title.”  As 
stated  in  the  Act,  the  aims  are  “to  stabilize  the  economy,  reduce  inflation, 
minimize  unemployment,  improve  the  Nation’s  comp>etitive  position  in 
world  trade,  and  protect  the  purchasing  power  of  the  dollar.” 
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These  purposes  cannot  be  achieved  by  operations  under  the  Economic 
Stabilization  Act  alone.  The  freeze  and  Phase  II  contribute  to  their  attain¬ 
ment  as  part  of  a  combined  program  which  also  includes  fiscal  and  mone¬ 
tary  measures,  exchange  rate  readjustment,  and  trade  measures.  The  relation 
of  the  wage-price  controls  to  the  rest  of  the  package  is  important.  If 
monetary  and  fiscal  pmlicy  keep  the  g^rowth  of  demand  moderate,  the  price 
and  wage  controls  can  bring  about  more  quickly  and  surely  the  lower  rate 
of  inflation  that  competitive  forces  would  cause  in  such  circumstances.  But 
if  demand  is  allowed  to  grow  excessively,  the  price  and  wage  control  system 
will  lose  its  value.  Correspondingly,  if  the  presence  of  the  price  and  wage 
control  system  becomes  an  excuse  for  laxity  in  monetary-fiscal  policy,  the 
system’s  effect  on  controlling  inflation  will  be  negative. 

As  discussed  in  Chapter  3,  we  believe  that  the  combination  of  policies  in 
effect  in  1972,  including  the  price-wage  CMitrol  system,  will  produce  sub¬ 
stantial  progress  toward  the  goak  of  the  Stabilization  Act.  The  goals 
may  be  summarized  as  less  unemployment,  less  inflation,  and  a  U.S.  economy 
which  is  more  ccxnpetitive  in  international  maricets.  In  this  section  of  the 
Report  we  concentrate  on  the  contribution  of  the  steps  taken  under  the 
Exronomic  Stabilization  Act. 

Evolution  of  Prices  and  Wages 

In  the  accomplishment  of  its  own  objectives,  the  freeze  was  an  unqualified 
success.  It  had  the  desired  shock  effect  on  the  public’s  inflationary  psychology, 
and  it  held  the  line  on  prices  and  wages,  allowing  time  for  a  more  flexible 
and  durable  system  to  be  devised  and  put  in  place.  The  statistical  evidence 
on  price  behavior  during  the  freeze  is  presented  in  Tables  20,  21,  and  22. 

Assessment  of  Kiase  II  is  obviously  more  difficult.  It  has  been  in  operation 
too  short  a  time  to  generate  any  substantial  body  of  evidence,  statistical  or 
other,  about  its  effects.  The  data  on  prices  and  wages  for  December,  the 
latest  available,  are  not  a  measure  of  the  effectiveness  of  Phase  II  and  should 
not  be  so  interpreted.  A  temporary  period  of  faster  than  desired  wage  and 
price  increases  was  an  inevitable  byproduct  of  decisions  made  with  respect 
to  the  transition  from  the  freeze  to  Phase  II.  Several  months  of  experience 
are  required  before  Phase  II  regulations  and  rulings  will  be  fully  reflected  in 
price  and  wage  trends.  At  this  time,  therefore,  the  future  outcome  of  policies 
which  have  only  just  been  inaugurated  is  chiefly  a  matter  of  spieculation.  The 
principal  questions  are:  Will  the  standards  of  the  Pay  Board  and  the  Price 
CtMnmission  lead  to  the  desired  results?  Will  the  standards  be  observed? 

The  standards  announced  by  the  Pay  Board  and  the  Price  Commission 
imply  the  following  arithmetic :  If  com|)ensation  per  hour  of  work  rises  by 
5J/3  percent  per  annum,  and  if  output  per  hour  of  work  rises  by  3  percent 
per  annum,  labor  costs  per  unit  of  output  will  rise  by  approximately  2J/^  per¬ 
cent  per  annum.  If  price:  rise  in  the  same  proportion  as  labor  costs,  which  are 
the  largest  element  in  total  costs  for  the  economy  as  a  whole,  then  prices  will 
also  rise  by  2^  percent,  a  rate  within  the  range  of  the  goal  set  by  the  GLC. 


Pay  Board  Decisions 

A  number  of  important  factors  must  be  taken  into  account  in  assessing 
the  prospects  of  achieving  the  goal.  The  basic  standard  of  the  Pay  Board  is 
a  5}4  percent  permissible  pay  increase.  Under  certain  circumstances,  how¬ 
ever,  existing  Pay  Board  regulations  permit  increases  in  excess  of  this 
average  standard.  One  the  most  important  of  these  excepdcms  is  the 
rule  that  permits  wage  increases  scheduled  under  existing  contracts  to  be 
granted,  even  if  they  exceed  5Va  percent,  unless  they  are  challenged  by  five 
members  of  the  Board  or  a  party  to  the  contract;  in  that  case  they  will  be 
reviewed  by  the  Board.  If  all  the  known  deferred  increases  in  excess  of  5Va 
percent  that  are  scheduled  for  1972  under  major  collective  bargaining 
sitiiations  were  granted  and  increases  arising  from  cost-of-living  escalator 
clauses  were  restrained  by  a  small  rise  in  the  CPI  (2  to  3  percent),  they 
would  add  about  0.25  percent  to  the  average  rate  of  pay  increase  for  the 
year  (i.e.,  if  the  average  outside  of  situations  providing  deferred  increases 
were  5.5  percent  and  scheduled  deferred  increases  were  all  granted,  the 
average  rise  in  hourly  wages  for  all  private  sector  workers  would  be  about 
5.75  percent).  The  business  members  of  the  Pay  Board  have  indicated  their 
intention  to  challenge  all  deferred  increases  in  excess  of  7  percent.  If  all 
known  deferred  increases  that  are  in  excess  of  7  percent  were  limited  to  7 
percent,  then  deferred  increases  would  add  a  little  more  than  0.1  percent  to 
the  average  rate  of  wage  increase  in  1972. 

The  Pay  Board  rules  also  permit  increases  in  excess  of  5J4  percent  if  they 
are  necessary  to  bring  the  cumulative  increase  during  the  last  3  years 
to  7  percent  a  year,  or  to  preserve  certain  limited  traditional  relationships 
with  other  wages,  or  to  attract  labor  in  shortage  situations.  Pay  increases 
allowed  under  any  or  all  of  these  exceptions  may  not  exceed  7  percent 
(that  is,  I Ya  percent  above  the  general  standard)  and  the  3-year  catchup 
provision  expires  on  March  31,  1972.  While  the  direct  impact  on  increases 
in  compensation  for  the  entire  economy  of  these  exceptions  probably  will 
be  small,  their  impact  through  tandem  wage  relations  and  relative  wage 
pressures  could  be  significant. 

As  this  Report  is  written,  the  Cost  of  Living  Council  has  not  yet  issued 
an  interpretation  of  the  terms  of  the  Economic  Stabilization  Act  which  ex¬ 
cludes  from  control  substandard  wages  and  w^es  of  the  “working  poor.” 
Neither  has  the  Pay  Board  interpreted  the  exclusion  of  increases  in  certain 
fringe  benefits  unless  they  are  “unreaswiably  inconsistent  with  the  standards 
for  wage,  salary,  and  price  increases.” 

The  foregoing  are  all  provisions  of  the  regulations  which  would  permit 
wage  increases  to  exceed  5J4  percent  in  certain  circumstances.  Moreover, 
even  if  no  particular  wage  rate  rose  by  more  than  5J4  percent,  the  average 
compensation  per  hour  of  work  could  rise  by  more  than  that  percentage 
because  of  increased  overtime  or  a  more  than  average  increase  in  employ¬ 
ment  in  sectors  where  wage  rates  are  above  the  average.  Both  of  these  causes 
tend  to  operate  in  a  period  of  economic  expanuon  such  as  is  envisaged  for 
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1972.  In  addidmi,  labor  costs  per  hour  of  wcmIc  will  rise  slightly  in  1972 
from  an  increase  in  employers’  Social  Security  contributions  arising  from 
an  increase  in  the  taxable  earnings  base. 

On  the  other  hand,  and  this  point  is  most  important,  the  standards  of 
the  Pay  Board  are  only  the  standards  of  permitted  wage  increases,  not  the 
standards  of  required  wage  increases.  Certainly  in  the  conditions  of  1972, 
when  labor  shortages  will  be  highly  infrequent,  we  should  expect  many 
wage  increases  to  be  below  the  normally  permissible  amount.  In  1970,  when 
the  average  wage  increase  in  large  union  contracts  was  8.8  percent,  22  per¬ 
cent  of  all  the  workers  covered  by  such  contracts  received  increases  below 
5  percent.  If  in  1972  it  develops  that  5}/i  percent  is  the  standard,  or  most 
common,  wage  increase,  there  will  be  many  increases  below  that,  including 
many  instances  of  no  wage  increase  at  all.  Some  supp>ort  of  this  expectation 
may  be  found  in  the  fact  that  several  of  the  pay  increases  approved  thus  far 
by  the  Pay  Board  have  been  significantly  below  the  standard. 

Our  exp>ectation  is  that  the  combination  of  the  Pay  Board  rules  and  the 
natural  forces  at  work  will,  after  the  initial  post-freeze  bubble,  hold  the 
rate  of  increase  of  compensation  per  hour  close  to  S/a  percent.  Certainly  the 
rules  themselves  contain  nothing  which  makes  this  rate  clearly  unobtain¬ 
able.  However,  the  course  of  events  and  decisions  will  have  to  be  closely 
observed  to  see  what  wage  outcome  is  in  fact  being  generated  by  the  system. 

Unit  Costs 

The  simple  arithmetic  outlined  above  assumed  that  output  per  hour 
of  work  in  the  private  economy  would  rise  by  3  percent  per  annum,  which 
is  about  the  average  rate  <rf  die  post-World  War  II  period.  The  rise  <rf  pro- 
ducdvity  was  below  average  in  1969  and  1970  but  faster  in  1971;  it  could 
reasonably  be  expected  to  be  even  higher  in  1972,  since  the  rate  of  increase 
in  productivity  commmily  exceeds  the  historical  average  in  years  of  strong 
expansion.  One  reason  is  the  same  as  that  which  makes  the  rate  of  increase 
a'  rcrage  compensaticm  relatively  high — ^a  shift  of  employment  and  output 
t  dustries  with  above-average  productivity  and  wages. 

hus  it  seems  not  inconsistent  with  the  existing  rules  that  the  rate  of 
increase  of  labor  cost  per  unit  of  output  should  be  in  the  range  of  2  to  3 
percent  Other  costs  will  also  be  taken  into  account  in  the  price  ceiling 
formula — notably  depreciation  costs,  indirect  business  taxes  and  interest. 
Tlie  anticipated  rate  of  increase  of  these  nonlabor  costs  combined  in  1972 
would  probably  not  be  so  large  as  to  force  the  rate  of  increase  of  total  costs 
per  unit  of  output  outside  of  the  2-  to  3-percent  range. 

Price  Commission  Decisions 

Whether  the  average  behavior  of  prices  will,  in  fact,  approximately  fol¬ 
low  the  behavior  of  unit  costs  is  an  important  question.  Under  the  general 
rules  of  the  Price  Commission,  price  increases  are  permitted  in  pnportion 
to  cost  increases.  However,  there  are  several  circumstances  in  which  per¬ 
mitted  price  increases  may  be  either  larger  or  smaller  than  actual  cost 
increases. 
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1.  Prices  may  not  be  raised  as  much  as  costs  if  the  effect  would  be  to  raise 
the  net  profit  margin  above  that  of  the  best  two  of  the  past  3  years. 

2.  The  Price  Commission  will  not  automatically  recognize  all  cost  in¬ 
creases  in  calculating  “allowable  cost”  for  determining  permitted  price 
increases. 

3.  The  price  regulations  for  wholesale  and  retail  trade  do  not  permit  such 
finns  to  pass  on  cost  increases  except  increases  in  the  costs  of  purchased 
goods. 

4.  The  operation  of  the  term  limit  principle  may  result  in  a  firm’s 
acceptance  of  a  smaller  average  permitted  price  increase  than  its  costs  would 
justify  in  order  to  qualify  for  use  of  simpler  and  more  flexible  procedures. 

5.  If  it  is  necessary  to  use  industrywide  trend  estimates  of  productivity, 
in  the  absence  of  other  information,  in  projecting  costs,  permitted  price 
increases  will  turn  out  to  be  laig[er  or  smaller  than  actual  cost  increases 
where  the  actual  productivity  increase  is  larger  or  smaller  than  the  esti¬ 
mate  used.  In  a  period  when  actual  productivity  rises  may  be  exceeding  the 
trend,  this  would  mean  price  rises  exceeding  cost  rises,  on  the  average,  but 
this  effect  would  be  limited  by  the  profit  margin  ceiling. 

6.  As  a  result  of  specific  exemptions  by  the  CLC  or  the  statute,  items  in 
the  CPI  comprising  21  percent  of  its  total  weight  are  not  controlled  by  the 
Price  Commission. 

7.  Public  utilities  may  be  granted  above-standard  rate  increases  where 
necessary  to  meet  essential  service  demands. 

8.  Exceptions  from  the  general  cost-justification  rule  have  been  provided 
for  firms  with  losses  or  very  low  earnings. 

9.  If  costs  decline,  the  system  does  not  require  price  reduction  unless  the 
“windfall  profit”  situation  is  encountered. 

In  the  foregoing  circumstances,  and  possibly  others,  legally  permitted  price 
increases  may  be  greater  or  less  than  cost  increases.  The  net  of  all  this  is 
impossible  to  estimate.  Without  more  experience  no  more  can  be  said  than 
that  the  rules  and  procedures  do  not  seem  inconsistent  with  permitted  price 
increases  coming  out  on  the  average  fairly  close  to  permitted  cost  increases. 

The  actual  behavior  of  prices  will  be  determined  not  only  by  what  the 
Price  Commission  permits  but  also  by  what  the  market  permits.  The  limita¬ 
tion  of  the  market,  including  competititm  by  firms  with  relatively  small  cost 
increases,  will  work  in  the  direction  of  holding  price  increases  below  those 
legally  permitted. 

Although  much  remains  to  be  seen,  a  reasonable  judgment  at  this  time  is 
that  the  standards  so  far  promulgated,  applied  in  the  context  of  strongly- 
rising  productivity  without  excess  demand,  are  probably  consistent  with 
achievement  of  the  anti-inflation  goal  for  the  end  of  1972.  This  is  not,  of 
course,  inconsistent  with  the  expected  bulge  of  prices  in  the  early  part  of 
the  year  as  the  transition  from  the  freeze  is  completed.  The  longer-run  effect 
of  the  present  standards  will  depend  on  specific  policy  decisions  and  inter¬ 
pretations  by  the  control  authorities,  as  well  as  on  the  cooperation  of  business 
and  labor.  And  the  outcome  of  the  system  as  a  whole  will  depend  on  the 
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ability  to  amend  the  rules  if  it  should  appear  that  the  existing  rules  are  not 
leading  to  the  desired  end. 

Compliance 

A  further  question  which  must  be  asked  is  whether  the  rules  of  the  system 
are  likely  to  be  observed  by  businesses,  landlords,  and  unions.  In  fact,  the 
question  is  twofold :  Whether  the  rules  will  be  overtly  defied,  and  whether 
they  will  be  covertly  evaded.  This  issue  also  allows  only  a  judgment 
on  the  basis  of  limited  experience.  Overt  defiance  seems  unlikely,  given 
the  extensive  support  for  the  system  which  seems  to  prevail  among  the  public 
and  the  legal  sanctions  provided  by  the  Economic  Stabilization  Act.  Evasion 
may  be  a  greater  problem.  control  system  is  imposed  upon  millions  of 
economic  units  by  an  administrative  staff  of  3,000  or  4,000.  Whether  contrcJ 
measures  can  succeed  will  depend  upon  three  things: 

(a)  The  continued  belief  of  the  American  people  that  compliance  with 
the  program  is  essential  to  the  national  interest; 

(b)  The  ability  of  the  managers  of  the  system  to  devise  self-executing 
rules; 

(c)  The  judgment  of  the  Ckist  of  Living  Ck>uncil  in  excluding  from  the 
system,  at  the  appropriate  time,  sectors  of  the  economy  which  do  not  add 
greatly  to  inflation  but  make  important  inroads  on  the  resources  of  the 
control  system.  In  mid-January,  the  CLC  moved  along  this  f>ath  by  exemp>t- 
ing  from  cover2^e  all  retailers  with  annual  volume  of  less  than  $100,000 
and,  under  certain  circumstances,  rental  units  owned  by  individuals  with 
fewer  than  four  such  units.  Exclusion  of  these  numerous  small  units  from 
coverage  will  permit  the  administrators  of  the  controls  system  to  focus  their 
efforts  and  resources  on  large  econc»nic  units  which  have  a  far  greater  im¬ 
pact  on  markets  and  whose  competition  will  in  turn  limit  price  increases  by 
the  uncovered  units. 

On  the  basis  of  the  ex{)erience  so  far,  we  believe  that  the  program  will 
help  achieve  the  economy’s  transition  to  a  situation  in  which  reasonable 
price  stability  can  be  expected  without  controls.  The  outcome  will  depend  in 
large  part  upon  decisions  made,  and  still  to  be  made,  by  the  Cost  of  Living 
Council,  the  Pay  Board,  and  the  Price  Commission.  However,  it  will  depend 
even  more  upon  the  suppx>rt  and  self-restraint  of  the  American  people.  This 
is  the  inescapable  character  of  the  system. 


CHAPTER  3 


Outlook  and  Policy 

IN  THE  SUMMER  OF  1971  the  American  economy  was  beset  by  a  con¬ 
flict  among  four  objectives — faster  growth,  higher  employment,  greater 
price  stability,  and  a  more  balanced  external  position.  The  danger  was  that 
steps  to  sp>eed  up  growth  and  boost  employment  by  expanding  demand  would 
worsen  both  the  inflation  and  the  balance-of-payments  deficit. 

The  steps  initiated  on  August  15  greatly  increased  the  possibility  of  simul¬ 
taneous  progress  on  all  four  fronts.  The  price  and  wage  control  system  has 
provided  more  room  for  expanding  growth  and  employment  even  while  in¬ 
flation  and  inflationary  expiectations  are  being  reduced.  The  realignment  of 
exchange  rates  promises  an  improvement  of  the  U.S.  external  pxsition  even 
while  the  domestic  economy  is  exp>anding.  The  measures  taken  last  year  did 
not  eliminate  potential  conflicts  among  these  goals.  Expansive  measures  must 
still  be  moderated  by  concern  with  both  inflation  and  the  balance  of  pay¬ 
ments.  But  the  area  of  consistency  among  the  objectives  has  been  greatly 
widened. 

At  the  end  of  1971  we  were  already  seeing  more  rapid  growth  of  output 
and  employment  and  a  lower  rate  of  inflation.  During  1972  we  exp)ect  con¬ 
tinued  economic  expansion  which  will  reduce  the  unemployment  rate  sig¬ 
nificantly.  The  lower  rate  of  inflation  should  be  more  durable  by  the  end  of 
1972,  after  a  longer  p)eriod  of  greater  price  stability.  Progress  should  have 
been  made  toward  a  stronger  external  position. 

The  U.S.  economy  will  exptand  substantially  in  1972.  All  major  compx>- 
nents  of  domestic  demand  will  increase  and  the  aggregate  demand  for  goods 
and  services  will  rise  by  about  $100  billion  to  around  $1,145  billion.  This  is  an 
increase  of  9}4  percent  over  the  level  of  GNP  in  1971.  The  real  increase 
will  be  around  6  p)ercent  while  the  implied  increase  in  the  GNP  price 
deflator  is  around  3^4  p)ercent.  This  is  compxitibie  with  the  interim  objective 
of  an  inflation  rate  of  2  to  3  percent  by  the  end  of  1972. 

There  are  several  reasons  for  expecting  that  the  forecast  pace  of  expan¬ 
sion  will  be  realized.  In  the  fourth  quarter  of  1971  real  output  had  already 
begun  to  rise  much  more  rapidly  than  in  the  2  preceding  quarters.  Except 
for  a  decline  in  net  expxHts  all  sectors  of  demand  rose  in  the  fourth  quarter. 

A  second  reason  is  that  fiscal  and  monetary  pxdicy  has  become  mtxre 
expansionary.  Third,  the  existence  of  price  and  wage  controls  will  reduce  the 
pressure  both  of  inflation  and  of  inflationary  expectations.  This  p>ermits  fiscal 
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and  monetary  policy  to  exert  a  more  expansive  thrust  than  was  prudent 
earlier  when  the  inflation  objective  was  more  vulnerable.  It  has  also  strength¬ 
ened  consumer  confidence  and  should  strengthen  consumer  spending. 


DEVELOPMENTS  IN  THE  FOURTH  QUARTER  OF  1971 

Preliminary  data  show  that  GNP  rose  by  about  $20  billion  in  the  fourth 
quarter  of  1971,  or  at  an  annual  rate  of  7.7  percent.  Most  prices  were  subject 
to  the  freeze  during  the  first  half  of  the  quarter  and  to  Phase  II  controls 
thereafter,  and  the  GNP  price  deflator  rose  at  the  very  low  rate  of  1.5  per- 
cmt  per  annum.  Real  GNP  expanded  at  an  annual  rate  of  6.1  percent.  Man¬ 
ufacturing  production,  which  had  declined  from  May  to  August,  rose  from 
the  third  quarter  to  the  fourth  at  a  seasonally  adjusted  annual  rate  of  5.5 
percent. 

Rises  in  real  economic  activity  were  accompanied  by  strong  increases  in 
employment  and  productivity.  Civilian  nonagricultural  employment  rose 
more  than  700,000  from  the  third  to  the  fourth  quarter,  the  average  work¬ 
week  lengthened  by  0.3  hours  and,  in  the  private  nonfarm  sector,  output  per 
man-hour  rose  at  an  annual  rate  of  nearly  5  percent.  As  a  result  of  the  strong 
productivity  gain,  unit  labor  costs  showed  their  smallest  increase  since  late 
1965.  Because  the  rise  in  the  labor  force  was  very  large,  the  unemployment 
rate  was  virtually  unchanged. 

Govenunent  purchases  of  goods  and  services  accounted  for  $7  billion  of 
the  total  $20  billion  rise  in  demand  in  the  fourth  quarter.  Of  this,  $3  bil¬ 
lion  represented  a  rise  in  Federal  purchases.  This  was  the  largest  increase 
in  Federal  purchases  since  the  first  quarter  of  1%7;  it  was  attributable  to 
larger  defense  outlays,  partly  to  cover  the  volunteer  army  program,  and  to 
increased  outlays  for  agricultural  price  supports. 

Investment  expenditures  also  rose  in  the  fourth  quarter.  Fleet  sales  of 
cars  were  very  strong,  as  were  purchases  of  trucks.  New  orders  for  producers’ 
capital  equipment  averaged  454  percent  higher  during  September  to 
November  than  in  the  3  preceding  months.  Housing  production  in  the  fourth 
quarter  continued  to  show  great  strength;  starts  in  December  reached  a 
seasonally  adjusted  annual  rate  of  2.5  million  units,  bringing  the  average 
rate  for  the  quarter  to  2.3  million  units.  Investment  in  business  inventories, 
which  had  declined  by  $1  billion  in  the  preceding  quarter,  rose  by 
$2  billion. 

The  New  Ex:onomic  Policy  induced  a  sharp  rise  in  automobile  sales.  Prior 
to  the  August  15  announcement,  sales  of  domestic-typ>c  new  cars  were  running 
at  a  seasonally  adjusted  annual  rate  of  sdiout  8  million  units.  In  September, 
sales  rose  to  a  rate  of  10.8  million  and  in  October  to  10.0  million;  the  rate  fell 
noticeably  after  mid-November  when  the  price  freeze  ended.  For  the  fourth 
quarter  as  a  whole,  sales  were  not  greatly  different  from  the  third  quarter 
rate,  but  the  rate  from  September  through  December  was  17  p>ercent  higher 
than  the  average  for  the  3  months  immediately  preceding  the  NEP.  Some 
of  the  early  rise  was  at  the  expense  of  foreign  car  sales  and  subsequent 
domestic  sales. 
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THE  OUTLOOK  FOR  1972 

The  outlook  for  each  of  the  major  components  of  expenditures  on  GNP 
in  1972  is  discussed  below. 

Business  Fixed  Investment 

Business  fixed  investment  in  1972  will  rise  significantly  for  the  first  time 
since  1%9.  The  Department  of  Commerce-SEC  survey  taken  in  Novem¬ 
ber  and  December  indicates  plans  for  a  9-p)ercent  increase  over  1971  in 
outlays  for  new  plant  and  equipment.  The  survey  shows  stronger  than 
average  spending  intentions  for  nonmanufacturing  firms,  esp>ecially  airlines, 
electric  and  gas  utilities,  and  communications  companies.  For  the  nonmanu¬ 
facturing  segment  as  a  whole  the  anticipations  data  show  that  capntal  out¬ 
lays  will  rise  by  12  pjercent  in  1972.  However,  the  manufacturing  sector, 
which  was  utilizing  capacity  at  a  relatively  low  level  in  the  fourth  quarter, 
expjects  capital  outlays  in  1972  to  be  only  4  parcerrt  above  the  1971  level. 

Business  should  have  little  difficulty  in  financing  this  year’s  planned  invest¬ 
ment.  With  rising  output,  aggregate  profits  are  expjected  to  show  a  sizable 
advance  and  retained  earnings  should  rise  significantly.  The  revised  regula¬ 
tions  on  depreciation  and  the  7-p>ercent  job  development  credit  will  increase 
after-tax  corporate  cash  flow  by  an  additional  $2.5  billion. 

Those  components  of  business  fixed  investment  not  included  in  the  plant 
and  equipjment  survey  are  likely  to  rise  as  well,  but  at  a  lower  rate  than 
capital  outlays  included  in  the  Commerce-SEC  survey.  The  overall  increase 
in  total  business  fixed  investment  is  estimated  to  be  around  8  piercent  on  a 
year-to-year  basis. 

Inventory  Investment 

The  level  of  business  inventories  has  changed  relatively  little  over  the 
post  2  years  and  the  ratio  of  stocks  to  sales  has  fallen.  Although  inventories 
held  by  wholesalers  were  on  the  high  side  in  late  1971,  inventories  held  by 
manufacturers  and  retailers  were  lower  relative  to  sales  than  at  any  time 
since  the  fall  of  1968.  With  favorable  sales  prospiects  following  the  sizable  in¬ 
crease  in  real  output  in  the  fourth  quarter,  business  investment  in  inventories 
should  show  a  strong  increase  in  1972.  The  expjected  expansion  of  defense- 
related  ordering  should  also  add  to  the  demand  for  inventories.  Inventory 
accumulation  for  the  year  as  a  whole  is  expiected  to  be  around  $8  billion. 

Residential  Construction 

The  total  number  of  private  housing  starts  in  1972  is  expiected  to  be  2.2 
million  units.  Within  this  total,  single-family  units  are  expiected  to  be  much 
stronger  than  starts  of  multifamily  units.  This  shift  from  multifamily  to 
single-family  units  will  strengthen  total  residential  outlays  in  1972,  which 
are  expiected  to  exceed  1971  by  15  piercent  or  more. 
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In  early  1972  market  interest  rates  continued  the  declines  which  began 
in  1971  and  financial  intermediaries  continued  to  enjoy  heavy  inflows  of 
new  deposits.  These  developments  provided  increased  funds  for  home  mort¬ 
gages  and  induced  a  decline  in  mortgage  interest  rates.  The  outlook  for  the 
remainder  of  1972  is  that  the  availability  and  cost  of  mortgage  funds  will 
remain  at  levels  that  would  be  unlikely  to  limit  the  expansion  forecast  for 
the  housing  sector. 

The  Federal  National  Mortgage  Association  (FNMA)  and  the  Federal 
Home  Loan  Mortgage  Corporation  will  continue  their  mortgage  purchase 
programs  and  secondary  market  activities,  and  the  Government  National 
Mortgage  Association  (GNMA)  will  continue  guaranteeing  mortgage- 
backed  pass-through  securities  and  standard  mortgage-backed  bonds.  At 
present,  GNMA’s  insured-mortgage  market  support  operation  in  conjunction 
with  FNMA  is  not  operating  because  mortgage  market  rates  have  declined 
relative  to  the  FHA  ceiling  rate.  If  these  conditicms  change,  the  coordinated 
FNMA-GNMA  purchase  plan  will  be  automatically  resumed,  with  likely 
support  from  other  Federal  agendes  as  well. 

Net  Exports 

In  1971  U.S.  net  exports  of  goods  and  services  declined  from  a  level  of 
$4.7  billicMi  in  the  first  quarter  to  minus  $2.0  billion  in  the  final  quarter  of  the 
year.  The  outlook  for  net  exports  in  1972  is  subject  to  a  wider  margin  of 
uncertainty  than  usual.  Underlying  factors  point  to  a  rise  in  net  exports 
within  the  year.  The  substantial  realignment  of  the  dollar’s  exchange  rate 
relative  to  other  major  currendes  will  improve  the  relative  cmnpetitive 
position  U.S.  goods  and  services.  The  abatement  of  inflation  in  the 
United  States  and  the  increase  in  productivity  that  is  expected  will  reinforce 
the  effects  of  realignment.  While  the  influence  of  these  positive  factors  is 
clear,  both  the  magnitude  and  timing  of  the  improvement  they  will  bring 
are  difficult  to  specify.  In  addition  there  are  two  short-run  factors  in 
1972  which  can  be  expected  to  affect  net  exports  adversely.  The  U.S. 
economy  will  be  expanding  faster  than  it  has  in  several  years.  At  the 
same  time  the  rate  of  expansion  in  several  major  markets  abroad  will  be 
relatively  low.  Also,  the  initial  effects  of  currency  realignment  may  actually 
be  perverse  because  import  contracts  predating  the  change  will  entail  higher 
dollar  outlays.  Because  of  these  factors,  it  will  be  some  months  before  U.S. 
net  exports  of  goods  and  services  are  positive  once  again.  The  average  for 
the  year  as  a  whole  will  probably  be  close  to  zero. 

Government  Purchases  of  Goods  and  Services 

Government  purchases  at  all  levels  will  constitute  a  highly  expansive 
force  for  economic  activity  in  1972.  Total  purchases  are  exp>ected  to  rise 
11  percent,  with  Federal  purchases  increasing  by  9  percent  and  State  and 
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local  purchases  by  12  percent.  The  increase  in  State  and  local  purchases  re¬ 
flects  the  proposed  revenue-sharing  program  of  the  Federal  Government  and 
the  continuing  favorable  conditions  in  credit  markets. 

Federal  expenditures  are  discussed  in  more  detail  in  the  subsequent  section 
on  fiscal  policy. 

Personal  Consumption  Expenditures 

The  expectations  just  outlined  show  that  the  demand  for  GNP,  other 
than  consumption,  in  the  aggregate  will  rise  by  around  12  percent  between 
1971  and  1972.  Such  a  rise  by  itself  should  produce  significant  increases  in 
employment.  In  spite  of  the  slower  rate  of  increase  in  wage  rates  expected  as 
a  result  of  wage  and  price  controls,  total  payrolls  will  also  increase  signif¬ 
icantly.  The  growth  in  earned  income  will  be  augmented  by  increases  in 
Social  Security  benefits.  In  addition,  as  a  result  of  the  hi^  rate  of  personal 
saving  during  the  past  2  years,  the  financial  position  of  consumers  as  meas¬ 
ured  by  their  liquid  asset  holdings  is  extremely  strong.  The  impact  of  these 
financial  factors  on  consumer  exjsenditures  will,  of  course,  depend  on  changes 
in  the  level  of  consumer  confidence. 

In  1971  consumers  increased  their  spending  by  7.5  percent  over  1970. 
They  also  maintained  their  rate  of  saving  out  of  disposable  income  in  the 
neighborhood  of  8  p>ercent.  The  ratio  of  saving  to  disposable  income  observed 
in  these  2  years  is  significantly  higher  than  the  6  percent  rate  for  the  period 
1960  to  1969.  While  this  might  represent  a  shift  in  consumer  preferences 
for,  say,  liquid  assets,  it  has  also  been  interpreted  by  scrnie  as  being  due,  at 
least  in  part,  to  the  confidence  factor,  which  tends  to  decline  when  the  rate 
of  unemployment  and  the  pace  of  inflation  are  high. 

There  is  already  evidence  that  consumer  confidence  has  improved  since 
last  summer.  The  expectation  is  that  it  will  improve  further  as  employment 
increases  and  the  rates  of  unemployment  and  inflation  decline.  If  the  rea¬ 
soning  which  relates  the  saving  rate  to  the  confidence  factor  is  correct, 
consumer  spending  will  rise  at  a  faster  rate  than  the  rise  in  disposable  income. 
However,  the  forecast  for  consumer  spending  projected  in  this  Report  does 
not  assume  that  consumers  in  1972  will  reduce  the  high  rate  of  saving  that 
prevailed  in  1970  and  1971.  In  the  first  place,  clear  evidence  of  a  sustained 
drop  in  the  saving  rate  is  not  yet  available.  Second,  the  tax  cuts  which 
consumers  will  enjoy  in  the  first  half  of  1972  and  the  increase  in  transfer  pay¬ 
ments  scheduled  for  midyear  will  tend  to  keep  the  saving  rate  high  because 
the  response  of  spending  to  such  increases  in  income  b  typically  delayed. 

Consumer  spending  b  expected  to  rise  by  around  8  percent  in  1972. 
Together  with  the  forecast  for  nonconsumption  expenditures  the  total 
exp>ected  rise  in  GNP  adds  to  about  $100  billion. 
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Fiscal  and  Monetary  Policy 

Fiscal  p(^icy  will  make  a  major  contribution  to  the  achievement  of  an 
expansive  eccmomy  in  1972.  Federal  expenditures  on  the  national  income 
accounts  (NIA)  basis  aur  expected  to  total  $251  billion  in  calendar  1972, 
a  rise  of  $29  billion,  (m-  13  percent  over  calendar  1971.  A  substantial  part 
of  the  rise  will  occur  during  the  first  half  of  calendar  1972. 

Federal  purchases  of  gocxls  auid  services,  which  had  been  declining  gradu¬ 
ally  since  1968,  have  already  begun  to  rise.  The  larger  purchase  figures 
reflect  previously  announced  increases  in  military  pay,  the  Federal  pay  in¬ 
crease  in  January  1972,  and  additional  increases  in  purchases.  The  rise  in 
defense  purchases  would  reverse  a  fairly  steady  trend  from  the  fourth 
quarter  of  1968  to  the  third  quarter  of  1971,  during  which  the  rate  of  defense 
spending  measured  in  current  dollars  declined  by  about  12  percent  and  in 
constant  dollars,  27  percent  These  expenditures  are  scheduled  to  rise  in 
1972.  In  addition,  there  is  a  sharp  increase  in  Federal  grants  to  State  and 
local  governments,  which  reflects  the  new  revenue-sharing  proposals  of  the 
Administration  as  well  as  proposed  increases  in  welfare  grants  to  States. 

Tax  cuts  will  also  provide  considerable  stimulus  in  1972.  From  calendar 
1971  to  1972  the  net  reducticm  in  tax  receipts  due  to  changes  in  tax  laws  and 
regulations  is  estimated  at  $3.7  billitxi  on  an  NIA  basis.  T  ne  tax  reductions  are 
estimated  at  $8.9  billion,  but  these  are  partly  offset  by  increases  in  tiie  social 
security  base  starting  in  January  1972.  Most  of  the  economic  impact  of 
these  social  security  tax  increases  will  not  be  realized  until  the  second  half  of 
1972;  consequently,  these  tax  increases  should  not  depress  consumer  spend¬ 
ing  significantly  in  1972. 

In  both  1971  and  1972  receipts  are  ctmsiderably  less  than  expenditures, 
primarily  because  the  economy  in  these  years  is  below  its  full  potential.  For 
calendar  1972  NIA  receipts  are  estimated  to  be  $215  billion  and  NIA  ex¬ 
penditures  $251  billion.  Thus,  the  projected  deficit  fcH*  calendar  year  1972 
is  $36  billicx)  on  an  NIA  basis  compared  to  $23  billion  in  1971.  This  expan¬ 
sion  of  the  deficit  as  ccmiputed  on  the  forecast  path  for  the  economy  indicates 
that  the  1972  fiscal  px)licy  is  stimulative.  The  faster  rise  of  expenditures  than 
receipts  will  increase  demand  either  by  direct  government  purchases  or  by 
bolstering  private  incomes  and  private  demand.  The  unified  budget,  meas¬ 
ured  on  a  full-employment  basis,  moves  from  a  surplus  $4.9  billion  in  fiscal 
year  1971  to  a  deficit  of  $8.1  billion  in  fiscal  1972.  The  budget  chi  the  same 
basis  returns  to  balance  in  fiscal  year  1973. 

The  steady,  strong  expansion  we  seek  and  exp)ect  will  require  suppx>rt 
from  monetary  px)licy.  An  abundant  supply  of  money  and  other  liquid  assets, 
and  favorable  conditions  in  money  markets,  should  encourage  an  expansion 
of  outlays  by  consumers,  businesses,  and  State  and  IcKal  governments.  This 
process  would  involve  a  more  rapid  rise  of  currency  and  demand  deposits 
than  cxxurred  in  the  second  half  of  1971.  Steps  have  already  been  taken  by 
the  Federal  Reserve  System  to  start  this  acceleration. 


106 


Major  Uncertainties 

The  Council’s  projection  for  aggregate  demand  for  1972  falls  within  the 
fairly  narrow  range  of  projections  made  by  private  organizations  and  individ¬ 
uals.  Nonetheless,  there  are  important  uncertainties  which  could  produce  a 
level  of  economic  activity  either  higher  or  lower  than  the  level  forecast. 

The  plans  for  fiscal  expansion  require  action  by  Congress,  which  might  be 
slower  in  coming  than  has  been  assumed.  Exp>ansive  policies  can  be 
thwarted  if  consumers  decide  to  increase  their  already  high  saving  rate. 
The  expected  adjustment  of  U.S.  net  exports  might  involve  a  longer  lag 
than  we  have  pxwited.  The  change  in  business  inventory  policy  may  not 
turn  out  to  be  as  substantial  or  as  rapid  as  the  path  assumed  in  the  forecast. 

On  the  other  side  there  is  a  good  pxMsibility  that  consumers  will  increase 
their  rate  of  spending  faster  than  the  projected  rise  in  disposable  income. 
This  would  have  important  secondary  benefits  in  other  sectors — notably  in 
business  investment  outlays  and  business  demands  for  inventory. 

GNP  forecasts  made  by  the  Council  have  been  qualified  in  the  past  by  the 
caveat  that  they  should  be  viewed  as  the  midpxnnt  of  a  range  of  plus  or  minus 
$5  billion  around  the  forecast.  When  GNP  was  $500  billion,  this  was  the 
equivalent  of  a  band  of  uncertainty  of  ±  1  percent.  The  equivalent  band 
of  uncertainty  for  today’s  larger  numbers  would  be  ±  $10  billion. 

PRICES  AND  PRICE-WAGE  POLICY 

The  rate  of  inflation  in  1972  (as  measured  by  the  GNP  price  deflator) 
is  exp>ected  to  fall  to  about  3)4  percent,  the  lowest  year-to-year  change  since 
1967.  Toward  the  end  of  the  year  the  rate  of  price  change  is  expected  to  be 
2-3  percent  par  annum. 

The  estimate  made  here  of  the  rate  of  inflation  during  1972  assumes  two 
things.  First,  it  assumes  a  growth  of  money  demand  that  is  strong  and  steady 
but  not  so  exuberant  that  significant  shortages  of  products  or  labor  would  be 
created  if  price  and  wage  increases  were  held  to  the  forecast  path.  Second, 
it  assumes  that  the  price-wage  control  system,  given  such  demand  conditions, 
will  be  of  the  character,  force,  and  duration  needed  to  maintain  that  path. 

The  Administration’s  px)licy  is  to  create  and  maintain  both  of  these  condi¬ 
tions.  Earlier  in  this  chapter  we  have  described  the  demand  conditions  we 
foresee  for  1972  and  the  fiscal  and  monetary  policies  expected  to  help  bring 
them  about.  In  Chapter  2  we  described  the  existing  state  of  the  price-wage 
control  system.  We  expressed  the  view  there  that  the  existing  system  of 
standards  and  procedures  is  consistent  with  the  achievement  of  the  anti- 
inflationary  goals  the  Administration  has  laid  out,  barring  difficulties  not  now 
foreseen.  The  important  paint,  however,  is  that  the  system  will  be  adapted 
as  necessary  to  achieve  the  goal. 

The  control  system  will  be  retained  as  long  as  is  necessary  to  reach  its 
goal — which  is  a  condition  of  the  economy  in  which  we  can  have  a  signifi¬ 
cantly  lower  rate  of  inflation  without  controls  than  we  were  expieriencing 
in  the  first  part  of  1971.  Spaculation  that  the  Administration  will  abandon 
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the  control  prematurely — out  of  fatigue,  ideological  aversion,  or  other 
causes — is  groundless.  Having  embarked  upon  this  course  the  Administra¬ 
tion  has  no  intention  of  departing  from  it  in  circumstances  where  it  would 
risk  either  resumption  of  inflation  or  the  need  to  reimpose  the  controls. 

The  basic  premise  of  the  price-wage  control  system  is  that  the  inflation 
of  1970  and  1971  was  the  result  of  expectations,  contracts,  and  patterns 
behavior  built  up  during  the  esurlier  period,  beginning  in  1965,  when  there 
was  an  inflationary  excess  of  denumd.  Since  there  is  no  longer  an  excess  of 
demand,  the  rate  of  inflation  will  subside  permanently  when  this  residue 
of  the  previous  excess  is  removed.  The  purpose  of  the  control  system  is 
to  give  the  country  a  period  of  enforced  stability  in  which  expectations, 
contracts,  and  behavior  will  become  adapted  to  the  fact  that  rapid  inflation 
is  no  longer  the  prospective  condition  of  American  Ufe.  When  that  happens 
controls  can  be  eliminated. 

How  long  that  will  take  no  one  can  say.  The  conditions  now  existing  and 
the  policies  in  operation  are  unprecedented.  The  only  sensible  course  is  to 
observe  the  behavior  of  the  economy  closely  and  to  avoid  commitment  to 
either  a  minimum  or  a  maximum  duration  of  controb. 

During  the  control  period  there  will  be  decuions  to  exclude  from  cover¬ 
age  one  or  another  sector  of  the  econcmiy,  as  has  recently  been  done  for 
retail  stores  with  less  than  $100,000  annual  sales  and  single-family  houses  and 
apartments  with  two  to  four  units  under  certain  conditions.  Such  exclu- 
sioiu  should  not  be  interpreted  as  signs  of  the  weakening  of  the  system  or 
portents  of  its  eariy  termination.  They  may,  in  fact,  make  the  system 
stronger  and  more  durable  by  permitting  the  administrative  effort  to  be  con¬ 
centrated  on  the  sectors  most  significant  for  inflation.  This  is  esp>ecially  true 
when,  as  is  often  the  case,  price  increases  in  the  excluded  sector  would  be 
effectively  limited  by  competition  from  the  parts  of  the  economy  that 
remain  under  legal  control. 

EMPLOYMENT  AND  UNEMPLOYMENT 

Our  estimate  implies  an  increase  of  6  percent  in  real  GNP  between  1971 
and  1972.  Thu  u  about  the  rate  of  increase  achieved  in  the  fourth  quarter 
of  1971. 

There  is  no  easy  way  to  separate  the  forecast  rate  of  real  growth  into  em¬ 
ployment  and  productivity  gains.  Clearly,  it  should  yield  substantial  in¬ 
creases  in  both.  The  extent  to  which  the  employment  gaiiu  will  reduce  the 
unemployment  rate  depends  on  the  size  of  the  increase  in  the  labor  force. 
It  is  estimated  that  the  unemployment  rate  should  decline  from  the  6  percent 
level  of  December  1971  to  the  neighborhood  of  5  percent  by  the  end  of  1972. 

Reduction  of  the  unemployment  rate  in  1972  u  a  primary  objective  of  thu 
year’s  economic  policy.  It  is  to  thu  end  that  the  Government  u  pursuing  a 
highly  expansive  fiscal  policy.  And  it  u  in  large  part  to  this  end  that  prices 
and  wages  are  controlled,  so  that  the  expansion  of  demand  will  generate 
more  jobs,  not  more  inflation. 
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Concern  with  unemployment  is  also  the  primary  motivation  behind  a  large 
variety  of  other  Government  efforts,  more  specialized  in  their  impact  but 
nevertheless  critical  for  achieving  full  employment.  Many  of  these  are  now 
focused  on  the  problems  arising  in  the  transition  from  hi^  leveb  of  military 
and  civilian  employment  in  national  defense. 

The  number  of  male  Vietnam  era  veterans  in  the  civilian  population  has 
increased  by  over  1.3  million  over  the  last  2  years  (Table  24) ,  In  June  1971, 
the  President  launched  a  new  program  designed  to  aid  veterans  in  the  job 
market.  As  part  of  this  coordinated  pHOgram,  Project  TransiticHi,  a  pre¬ 
discharge  counseling,  training,  and  placement  program,  was  expanded  and 
extended  overseas.  Training  opportunities  for  veterans  under  existing  man¬ 
power  programs  were  increased,  additional  veterans’  employment  counselors 
(many  of  them  veterans)  were  added  to  the  Employment  Service  and,  per¬ 
haps  most  importantly,  a  new  regulation  which  requires  all  Federal  con¬ 
tractors  to  list  job  openings  with  the  Employment  Service  should  provide 
veterans  with  opportunities  to  app^y  for  a  much  wider  selection  of  jobs.  A 
coordinated  effort  was  also  launched  in  the  private  sector.  During  the  year 
over  100  Job  Fairs,  which  bring  veterans  and  potential  employers  together, 
were  sponsored  by  the  Jobs  for  Veterans  Committee  in  cooperation  with  the 
National  Alliance  Businessmen,  which  also  plans  to  place  100,000  vet- 
eraru  in  jobs  by  June  1972.  These  efforts  resulted  In  an  estimated  320,000 
direct  job  placements  between  Jime  and  October.  Civilian  employment  (A 
Vietnam  era  veterans  rose  by  500,000  over  the  year  (Table  24) . 

When  unemployment  is  high,  the  development  of  additional  jobs  in 
areas  of  urunet  public  needs  b  possible  and  desirable.  Initiation  of  the  Public 
Employment  program,  which  was  authorized  by  the  Emergency  Employ¬ 
ment  Act  of  1971,  was  a  major  step  forward  in  thb  area.  Thb  Federal  pro¬ 
gram,  which  temporarily  subsidizes  most  of  the  cost  of  adding  new  employees 

Table  24. — Employmtnt  status  of  maU  VUtnam  tra  vtttrans  and  nonvtttrans  20-29 
ytars  of  agt,  fourth  quarttr,  1969-71 
(TkoiMitdt  d  ptnoM  tXMpt «  notadl 
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Note.— OttaU  wUI  Mt  noetsurily  add  to  totals  baeavaa  of  tModias. 
Soaraa:  Dopartmoad  of  Lafeor. 
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to  State  and  local  government  payrolls,  is  designed  both  to  meet  the  need 
for  improved  public  services  and  to  provide  transitional  career  employment 
(^portunities  for  jobless  workers,  especially  veterans  and  the  disadvantaged. 
At  year’s  end,  funds  had  been  provided  for  about  128,000  positions,  and 
about  three-fifths  of  the  jobs  had  been  filled. 

Retraining  and  job-finding  services  for  engineers,  scientists,  and  tech¬ 
nicians,  previously  employed  in  defense  or  space  efforts  were  greatly  increased 
in  1970-71  under  the  new  Technology  Mobilization  and  Reemployment  pro¬ 
gram  and  related  prc^ams.  These  will  be  expanded  further  in  1972. 

The  realignment  of  defense  exf)enditures  after  1968  has  had  substantial 
adverse  impact  on  some  communities  whose  economies  depend  on  defense- 
related  activities.  The  Federal  Government  operates  a  continuing  commu¬ 
nity  aid  program,  which  is  under  the  jurisdiction  of  the  Inter-Agency 
Economic  Adjustment  Committee  (chaired  by  the  Secretary  of  Defense  and 
comprised  of  pwlicy-level  personnel  drawn  from  all  major  domestic  agencies) . 
The  Committee’s  mission  is  to  provide  organized  aid  in  the  transition  from  a 
defense-based  local  economy  to  a  balanced  local  economy.  To  carry  out  its 
responsibilities,  the  Committee  ensures  that  all  Federal  Government  serv¬ 
ices  and  facilities  are  focused  on  viable  economic  adjustment  plans  designed 
in  the  local  communities.  On  various  occasions,  the  Committee  working 
through  a  local  community  task  force  has  aided  in  the  adjustment  process 
by  the  transfer  of  surplus  Federal  prop)erty,  initiation  or  expansion  of  man¬ 
power  training  programs  and  related  social  services,  small  business  loans, 
feasibility  studies,  and  public  facilities  grants.  Thus  far  44  communities  in  22 
States  and  Puerto  Rico  have  been  aided  by  this  ongoing  program. 

One  of  the  traditional  areas  of  Government  action  in  labor  markets  is 
assistance  to  the  rapid  and  inexpensive  exchange  of  information  between 
those  seeking  work  and  those  seeking  workers.  For  many  years,  the  Govern¬ 
ment  has  provided  job  information  and  direct  placement  services  through 
the  U.S.  Employment  Service,  a  cooperative  Federal-State  program. 
This  information-placement  effort  has  been  and  will  continue  to  be  im¬ 
proved  by  increasing  the  amount  and  reliability  of  data  ( especially  increased 
information  on  job  vacancies)  by  the  use  of  modem  data  processing 
techniques  (computerized  listings  of  job  openings,  called  “Job  Banks”)  to 
cover  ever-larger  market  areas,  and  by  instituting  flexible  special  placement 
programs  focused  on  particular  groups  or  areas  most  affected  by  special 
unemployment  problems. 

Direct  governmental  investments  in  training  programs  of  various  types 
are  being  reoriented  to  put  special  emphasis  on  training  that  will  hasten  the 
transition  to  career  employment.  These  programs  are  intended  to  assist  the 
unemployed  and  underemployed  by  developing  their  job  skills  so  that  they 
may  qualify  for  primary  jdbs  that  provide  adequate  incomes  and  increased 
output.  Manpower  training  programs  enhance  the  flexibility  and  mobility 


110 


of  the  workforce,  and  provide  disadvantaged  workers  with  opportiinities  to 
improve  their  well-being.  Although  ailready  constructive,  these  manpower 
programs  can  be  greatly  improved  by  making  them  more  flexible,  innovative, 
and  most  importantly,  responsive  to  local  conditions  and  needs.  This  could 
be  accomplished  by  passage  and  implementation  of  the  President’s  propxMed 
Manpower  Revenue  Sharing  Act,  which  is  now  under  consideration  by  the 
Congress.  This  Act  would  ( 1 )  consolidate  most  manpower-typje  programs 
under  a  single  large-scale  program,  (2)  eliminate  most  narrowly-taigeted 
categorical  grants,  (3)  shift  detailed  program  decisicmmaking  from  Wash¬ 
ington,  D.C.,  to  State  and  local  govenunental  units,  and  (4)  increase  training 
investments. 

INFLATION  AND  UNEMPLOYMENT  IN  THE  LONG  RUN 

We  believe  that  the  combination  of  the  steady  growth  of  demand,  the 
temporary  price-wage  control  system,  and  the  manpower  programs  now  in 
effect  will  make  possible  an  unemployment  rate  much  lower  than  the  6 
porcent  we  were  experiencing  in  1971  and  an  inflation  rate  without  controls 
much  lower  than  the  4  to  5  percent  we  were  experiencing  before  the  freeze. 
This  will  not,  of  course,  be  the  end  of  either  the  inflation  problem  or  the 
unemployment  problem.  The  remaining  problems  can  be  suimnarized  in 
two  questicms: 

1.  How  can  we  avoid  in  the  future  the  kind  of  inflationary  surge  erf 
demand  that  occurred  after  1%5  and  which  determined  the  unique  features 
of  the  economic  problem  with  which  the  Nation  has  been  wrestling  for  the 
past  3  years? 

2.  Even  if  such  surges  of  demand  are  avoided,  will  the  economy  be  left 
persistently  with  unsatisfactorily  high  unemployment,  or  unsatisfactorily 
high  inflation,  or  both — even  though  both  may  be  lower  than  at  their  1970 
or  197 1  p>eaks?  If  so,  what  can  be  done  about  it? 

'1 

THE  CONTROL  OF  DEMAND 

With  respect  to  the  first  of  these  questions  probably  the  greatest  contri¬ 
bution  would  be  to  keep  alive  the  memory  of  our  recent  experience.  We  have 
now  come  to  see  more  vividly  than  ever  before  how  long  and  painful  is  the 
effort  to  halt  the  inflationary  process  once  it  has  been  let  loose.  The  avoid¬ 
ance  of  inflation  is  always,  of  course,  an  objective  of  national  px>licy,  and 
was  an  objective  in  1965-66  when  the  present  episode  began.  But  this  ob¬ 
jective  may  not  get  its  propjer  weight  because  of  failure  to  foresee  the  losses 
of  output  and  employment  that  will  later  be  entailed  in  ending  the  infla¬ 
tion.  Remembering  the  experience  of  1%9-71  should  help  to  correct  this 
error. 

Adherence  to  the  principle  of  keeping  expenditures  that  would  be  made 
at  full  employment  within  the  level  of  the  receipts  that  would  be  yielded 
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by  the  existing  tax  system  under  conditions  of  full  employment  would 
contribute  to  the  avoidance  of  inflationary  surges  of  demand.  Certainly  the 
shift  of  the  budget  position  from  approximate  balance  at  full  employment 
in  fiscal  1965  to  a  large  full-employment  deficit  in  fiscal  1968  was  a  major 
cause  of  the  current  inflation.  There  are  rare  circumstances  in  which  a 
deficit  or  surplus  at  full  employment  may  be  unavoidable  or  even  appropriate 
economic  policy.  But  in  general  more  reliable  results  will  be  achieved  from 
minimizing  such  departures  than  from  following  any  of  the  alternative 
courses — trying  to  balance  the  actual  budget  continuously,  disregarding 
budget  balance,  or  making  annual  ad  hoc  decisions  about  the  proper  size  of 
the  deficit  or  surplus.  Continuous  balancing  of  the  actual  budget  would  re¬ 
quire  the  perverse  action  of  increasing  expenditures  or  cutting  tax  rates 
when  the  private  economy  was  booming  and  generating  a  large  amount  erf 
tax  revenue.  Disregarding  the  budget  balance  rule  would  leave  the  enormous 
impact  of  the  budget  a  random  and  destabilizing  force  on  the  economy.  And 
a  policy  of  ad  hoc  decisions  about  deficits  or  surplus  is  expx>sed  to  the 
political  bias  in  favor  of  spending  and  deficits. 

A  similar  precept  of  steadiness  with  respect  to  monetary  policy  would  also 
help  to  avoid  inflationary  excesses  of  demand.  The  problem  is  that  there 
is  no  single  measure  or  objective  combination  of  measures  of  monetary 
policy  that  is  a  completely  satisfactory  or  completely  superior  measure  of 
monetary  policy  by  which  a  principle  of  steadiness  could  be  calibrated. 
Judgment  must  be  exercised.  However,  there  is  probably  a  presumption 
against  extreme  values  or  variations  of  the  rate  of  change  of  narrowly- 
defined  money,  i.e.,  currency  plus  demand  deposits. 

The  problems  of  managing  fiscal  p>olicy  or  monetary  policy  or  both  have 
apparently  been  underestimated.  It  may  well  be  that  more  has  been 
promised  than  can  be  delivered  with  existing  knowledge  and  instruments. 
Certainly  there  is  need  for  much  additional  research.  But  if  the  ques¬ 
tion  is  not  one  of  keeping  the  economy  on  a  narrowly-defined  path 
but  one  of  avoiding  violent  aberrations  like  the  one  that  began  in  1%5, 
our  tools  are  probably  adequate,  and  the  problem  is  more  the  national  will 
than  the  techniques  of  economics  and  economic  pK>licy. 

Two  years  ago  in  this  Report  we  recommended  the  establishment  of  a 
Commission  to  study  the  structure  of  financial  institutions  in  the  United 
States.  One  reason  for  this  study,  although  not  the  primary  one,  was  to 
see  if  ways  could  be  found  to  make  the  financial  structure  a  better  vehicle 
for  transmitting  monetary  policy  into  the  economy.  A  distinguished  group 
of  citizens  has  now  completed  and  published  this  study,  which  will  be  re¬ 
viewed  by  this  Administration  and  others  to  determine  what  action  should 
be  taken  on  its  recommendations. 

VIEWS  OF  THE  INFLATION  AND  UNEMPLOYMENT  PROBLEM 

The  persistence  of  a  combination  of  high  unemployment  and  rapid  infla¬ 
tion  for  a  longer  period  in  1970  and  1971  than  seemed  consistent  with 
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earlier  exjierience  appeared  to  su]^x>rt  the  view  that  inflaticm  or  unemploy- 
ment  or  both  had  beccone  structural  features  of  the  American  econcnny. 
This  is  not  the  only  possible  explanation  of  the  developments  of  1970-71. 
The  preceding  inflation  had  been  exceptionally  long  and  strong.  Estimates 
of  the  likely  duration  of  the  disinflationary  process  based  an  extrapolations 
from  milder  inflations  might  simply  have  been  wrong,  without  implying 
that  there  was  a  pem.^ent  problem.  Nevertheless,  even  if  a  great  deal  of 
weight  is  properly  placed,  as  we  think  it  should  be,  on  the  ^lecific  infla¬ 
tionary  residue  of  the  1965-68  history,  the  hypothesis  of  a  more  durable 
problem  still  requires  examinatimi. 

The  problem  might  take  one  or  more  of  three  forms : 

(a)  A  tendency  to  an  unsatisfactorily  high  rate  of  inflation  which  persists 
over  a  long  period  of  time  and  is  impervious  to  variaticms  in  the  rate  of 
unemployment,  so  that  the  tendency  cannot  be  eradicated  by  any  feasible 
acceptance  unemployment 

(b)  A  tendency  to  an  unsatisfactorily  high  rate  of  unemployment  which 
persists  over  a  long  period  and  which  is  only  temporarily  influenced  by  in¬ 
creasing  aggregate  demand  at  an  inflatimiary  rate. 

(c)  A  persistently  imsatisfactory  “trade-ofT*  between  inflation  and  un¬ 
employment  such  that  it  is  permanently  possible  to  have  less  inflation  by 
accepting  more  imemployment,  and  vice  versa,  but  with  no  combination 
possible  that  would  be  regarded  as  satisfiactcHry. 

Listing  these  possible  problems  does  not  imply  that  they  exist.  Nor  would 
their  existence  imply  any  particular  soluticm.  Nevertheless  the  questicms 
raised  are  obviously  highly  relevant  to  future  economic  policy.  The  Council 
of  Economic  Advisers  will  be  making  an  intensive  study  of  them  during  1972, 
with  the  assistance  of  experts  frcxn  other  agencies  of  Government. 

CHARACTERISTICS  OF  THE  LABOR  FORCE 

One  subject  of  major  significance  in  identifying  a  satisfactory  combination 
of  employment  and  inflation  conditions  and  a  policy  to  achieve  it  is  the 
character  of  the  labor  force  and  the  labor  market. 

When  what  later  became  “The  Employment  Act  of  1946”  was  first  being 
discussed,  under  the  title  of  “The  Full  Employment  Act,”  there  was  a  c<»n- 
mon  notion  that  full  employment  meant  zero  unemployment.  However, 
upon  consideration  it  became  clear  that  a  situaticm  of  zero  unemployment 
was  not  feasible,  at  least  in  a  free  society,  nor,  indeed,  desirable  in  view  of 
the  costs  that  mi^t  be  involved  in  achieving  it.  Some  young  people  just 
entering  the  labor  force,  or  women  reentering  it,  or  people  dissatisfied  with 
their  previous  place  of  residence  or  jobs,  or  having  lost  their  previom  jobs 
in  the  normal  rise  and  fall  of  firms  that  goes  on  endlessly,  would  be  in  the 
process  of  looking  for  work.  Unless  there  could  be  instantaneous  adjust¬ 
ments — ^which  there  could  not  be — ^there  would  be  a  number  of  people 
oetween  jobs  even  in  what  might  be  ideal  conditions  of  the  labor  market. 
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This  type  of  unemployment  is  frequently  termed  “transitional”  and  includes 
all  or  part  of  unemployment  arising  from  the  mobility  of  the  American  popu¬ 
lation,  normal  market  frictions,  seasonal  variations,  and  some  structural 
problems.  In  other  words,  it  is  that  component  of  total  unemployment  which 
would  resfx>nd  to  an  expansion  of  demand  only  at  high  social  cost,  if  at  all. 

Efforts  were  made  when  the  1946  Act  was  passed  and  shortly  thereafter 
to  estimate  the  normal  size  of  the  transitional  group.  This  was  difficult 
because  the  country  had  not  been  at  anything  like  peacetime  full  employ¬ 
ment  since  1929  and  relevant  data  were  spotty.  However,  estimates  con¬ 
verged  on  4  percent  as  the  proportion  of  the  labor  fcMce  that  would  be 
unemployed  at  “full”  employment.  This  highly  uncertain  estimate  became 
solidified  over  the  ensuing  years  as  a  result  of  repetition,  even  though  the 
4  percent  rate  was  seldom  achieved. 

This  “minimum”  unemployment  rate,  whatever  it  is,  would  not  be 
expected  to  be  stable  over  time.  For  one  thing,  persons  of  different  age,  sex, 
school  attendance,  and  other  characteristics  would  presumably  have  differ¬ 
ent  rates  of  transitional  unemployment. 

Normal  differences  in  transitional  unemployment  appear  to  explain  much 
of  the  relatively  high  unemployment  rates  of  young  people  and  of  women. 
In  1971  the  unemployment  rate  for  16-19  year-olds  was  16.9  percent,  com¬ 
pared  to  a  rate  of  3.2  percent  for  married  males;  in  1%9,  a  year  of  very 
tight  labor  markets,  the  rate  for  teenagers  was  12.2  percent,  compared  to  1.5 
percent  for  married  males.  The  persistence  of  this  large  differential  in  both 
good  times  and  bad  suggests  that  factors  other  than  the  lack  of  aggregate 
demand  cause  the  differential. 

The  primary  activity  of  most  teenagers  is  school.  In  October  1970,  70 
percent  of  all  16-19  year-olds  and  about  55  percent  of  the  teenage  labor 
force  were  enrolled  in  school.  For  these  youngsters,  summer  vacations,  reen¬ 
tering  school,  going  in  and  out  of  training  programs  or  college  or  military 
service  are  all  reasons  for  entering  or  leaving  the  labor  force  or  for  changing 
jobs.  With  many  of  these  changes  some  unemployment  is  normal  and  it  is 
not  surprising  that  more  than  two-thirds  of  all  teenage  unemployment  is 
associated  with  entering  or  reentering  the  work  force. 

The  amount  of  labor  force  turnover  of  adult  women  appears  lower  than 
that  of  teenagers  but  greater  than  that  of  men.  Because  of  child  care 
and  family  responsibilities,  women  are  likely  to  enter  and  leave  the  work 
force  more  frequently  than  men,  both  over  the  course  of  a  year  or  a  life¬ 
time.  By  contrast  adult  males  have  a  very  stable  attachment  to  the  labor 
force.  About  83  percent  of  males  20  years  and  over  are  in  the  labor  force 
(%  percent  of  those  25-54  years)  and  only  a  trivial  proportion  are  voluntary 
part-time  or  part-year  workers. 

Differences  in  turnover  are  reflected  in  differences  in  the  reasons  for  un¬ 
employment  of  the  different  groups.  In  1971,  82  percent  of  all  unemployed 
16-19  year-olds  were  unemployed  as  a  result  of  voluntarily  leaving  their 
last  job  or  of  entering  or  reentering  the  labor  force.  The  proportion  of  adult 
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females  in  this  category  was  58  percent,  but  for  adult  males  the  proportkm 
was  only  34  percent.  Job  loss  is  the  primary  reason  that  adult  males  are 
unemployed. 

During  1971,  16-19  year-olds  accounted  for  25  percent  of  adl  unemploy¬ 
ment,  compared  to  17  percent  in  1956.  The  relative  increase  in  teenage 
unemployment  reflects  both  an  increase  in  the  teenage  population  and  an 
increase  in  their  unemployment  rate.  Given  that  work  in  the  market  is 
less  and  less  a  primary  activity  for  teenagers,  their  labor  force  turnover,  and 
hence  their  transitional  level  of  unemployment,  may  have  increased. 

Job  opportunities  for  teenagers  may  be  limited  by  a  variety  of  factors. 
The  pool  of  jobs  available  at  any  given  time  may  require  more  experience 
or  education  than  that  typically  found  among  younger  workers.  Available 
jobs  may  also  require  certain  continuity  of  work  (hours  f)er  week  or  weeks 
per  year)  which  many  teenagers  are  unable  to  meet  because  of  the  conflict 
with  normal  school  hours.  All  these  factors  tend  to  direct  teenage  job 
seekers  into  occupations  which  are  marginally  productive  and  where 
demand  nay  be  particularly  vulnerable  to  adverse  employment  effects  of  the 
minimum  wage.  The  rising  levels  and  expanded  coverage  of  the  minimum 
wage  since  the  middle  fifties  may  have  been  a  factor  in  the  upward  drift  of 
the  teenage  unemployment  rate.  For  this  reason  the  .\dministration  has  urged 
the  provision  of  a  lower  minimum  wage  for  teenagers  to  prevent  any  further 
narrowing  of  job  opportunities. 

Table  25. — Hypotkttical  unemploymtnt  rates  based  on  1956  unemployment  rates  and 
distribution  of  civilian  labor  force,  by  age  and  sex:  selected  years,  1956-71,  and 
projections,  1985 
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To  the  extent  that  these  transitional  unemployment  problems  are  unique 
to  different  ages  and  stages  of  life,  the  total  amount  of  such  unemployment 
will  depond  on  the  proportions  of  the  labor  force  represented  by  porsons  in  the 
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various  groups.  Table  25  shows  the  change  in  the  composition  of  the  labor 
force  by  age  and  sex  that  occurred  in  the  past  15  years  and  that  projected 
for  1985.  It  also  shows  what  the  average  unemployment  rate  would  have 
been  or  will  be  if  the  unemployment  rate  in  each  age-sex  category  were  at 
its  1956  level  ( 1956  was  selected  as  a  base  because  it  was  a  peacetime  year 
of  high  employment  and  low  inflation).  This  calculaticxi  does  not  reflect 
changes  that  may  have  occurred  in  the  exposure  of  a  particular  age-sex 
category  to  transitional  unemployment,  such  as  may  have  been  caused  by 
lengthened  school  attendance,  or  any  offsetting  factors  arising  from  in¬ 
creased  education  or  more  efficient  labor  market  mechanisms.  It  is  presented 
here  as  an  example  of  one  of  the  more  obvious  problems  of  attaining  full 
employment  in  a  dynamic  and  changing  economy.  The  projection  that 
women  will  continue  to  constitute  a  high  proportion  of  the  labor  force  sug¬ 
gests  a  continuing  relatively  high  level  of  transiticmal  unemployment. 

The  fact  that  the  amount  of  “transitional”  unemployment  may  be  rising 
implies  something  about  what  can  be  achieved  by  general  expansive  measures 
alone,  although  the  full  implication  will  not  be  known  until  we  can  observe 
the  behavior  of  unemployment  in  the  current  expansion.  However,  these 
developments  also  imply  the  need  to  do  more  directly  about  transitional 
unemployment.  In  fact,  over  the  past  10  years  Federal  efforts  to  deal  with 
this  problem  have  increased  substantially,  and  this  Administration  has 
supported  intensification  and  improvement  of  these  efforts. 
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CHAPTER  4 


Effective  Use  of  Resources 

WHILE  PROGRAMS  to  deal  with  the  problems  inflation,  expansion, 
and  the  balance  of  payments  captured  the  spotlight  during  1971, 
measures  to  assure  the  efficient  use  of  our  resources  and  productive  capability 
continued  to  be  an  important  feature  of  economic  policy.  Two  conditions 
must  be  met  if  the  performance  of  the  U.S.  economy  is  to  match  the  rising 
demands  placed  upon  it:  Our  productive  resources  must  be  employed  effi¬ 
ciently  in  producing  each  good  or  service,  and  the  economy  should  produce 
the  combination  of  goods  and  services  most  preferred  by  society. 

In  many  sectors  of  the  economy  the  discipline  of  the  competitive  market 
is  enough  by  itself  to  ensure  efficiency.  In  certain  areas,  however,  resources 
may  not  be  allocated  efficiently  without  at  least  some  Government  interven¬ 
tion.  The  proper  nature  and  degree  of  Government  intervention  in  such 
sectors  is  always  a  central  issue  in  economic  policy.  Changing  circumstances 
mean  that  Government  must  continually  reexamine  its  role. 

All  the  segments  of  the  economy  covered  in  this  chapter  are  under 
critical  review  to  determine  the  Government’s  proper  role.  In  some 
instances,  such  as  energy  and  transportation,  certain  aspects  of  Govern¬ 
ment  r^ulation  prevent  the  best  use  of  resources.  In  other  cases,  such  as 
environment  and  pollution,  the  Government’s  role  is  being  expanded  to  pre¬ 
vent  overuse  of  environmental  resources  by  other  sectors  of  the  economy. 
Finally,  there  are  sectors  such  as  health  and  research  and  development  where 
the  evidence  suggests  that  Government’s  role  should  be  redirected. 

NATIONAL  COMMISSION  ON  PRODUCTIVITY 

Large  demands  will  continue  to  be  placed  on  the  Nation’s  total  resources 
in  the  future.  In  order  to  respond  to  these  demands,  today’s  private  decisiems 
and  public  policies  must  be  formulated  to  foster  tOTiorrow’s  productivity  of 
the  Nation’s  resources. 

Productivity  can  be  defined  in  a  variety  of  ways,  the  most  common  <Mie 
being  real  output  f>er  hour  of  work.  This  definition  gives  a  rough  measure 
of  how  well  we  use  our  most  important  productive  resource.  A  more  compre- 
henMve  definition  of  productivity  is  output  per  unit  of  all  resources.  This 
definition  b  more  suitaUe  for  topics  in  this  chapter  because  they  deal  with 
selected  adjustments  that  would  improve  the  total  output  of  goods  and 
services  produced  frc»n  our  capital,  labor,  and  natural  resources. 

Hbtorically,  there  has  been  a  steady  improvement  in  productivity.  Much 
of  thb  progress  has  been  achieved  throu^  incentives  within  private  markets. 
Yet  private  markets  do  not  ensure  that  all  potential  productivity  gains  are 
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achieved  in  the  private  sector,  nor  can  they  be  expected  to  bring  about 
improved  productivity  of  resources  employed  in  the  public  sector. 

Recognizing  the  importance  of  achieving  improvements  in  productivity, 
the  President  established  the  National  Commission  on  Productivity  in  June 
1970.  The  Commission  is  composed  of  representatives  from  industry,  labor, 
agriculture,  the  public,  and  Federal,  State,  and  local  governments.  The 
Commission  makes  recommendations  to  the  President  for  actions  to  improve 
productivity  in  the  public  and  private  sectors. 

The  responsibilities  and  duties  of  the  Commission  were  substantially  ex¬ 
panded  by  the  Economic  StabilizaticHi  Act  Amendments  of  1971. 

During  1971  the  Commission  gave  primary  attention  to  four  specific 
aspects  of  productivity : 

1.  "Productivity  Bargaining”  Between  Labor  and  Management.  Such 
bargaining  focuses  on  mutually  beneficial  agreements  that  enhance  labor’s 
productivity.  The  Commission  believes  that  bargaining  practices  should  give 
greater  attention  to  work  rules,  group  incentives,  work  scheduling,  job 
enrichment,  and  other  practices  that  can  improve  productivity. 

2.  Manpower  Adjustment  Policies.  Improvements  in  productivity  lead  to 
higher  average  incomes,  but  they  can  also  result  in  dislocations  for  individual 
workers.  The  Commission  believes  that  public  and  private  adjustment 
p>olicies  should  be  strengthened  and  refined  to  make  the  human  costs  of 
change,  where  they  exist,  less  burdensome. 

3.  Education  and  Research  and  Development.  Since  productivity  is  closely 
linked  with  education  and  with  research  and  development,  the  Commission 
has  studied  current  institutional  arrangements  that  may  inhibit  desirable 
performance  in  these  fields  and  believes  that  added  incentives  for  experi¬ 
mentation  and  innovation  in  such  arrangements  would  be  advantageous. 

4.  Government  Productivity.  Government  employment  is  expected  to  con¬ 
tinue  to  grow  rapidly  in  the  future,  particularly  at  State  and  local  levels.  The 
Commission  believes  that  greater  attention  should  be  given  to  improving  the 
productivity  of  government  employees  in  order  to  increase  efficiency  and 
reduce  costs  for  this  expanding  service  sector  of  the  economy. 

ENERGY 

The  growth  in  consumption  of  fuels  by  automobiles,  electric  generating 
plants,  homes,  and  factories  is  closely  associated  with  increases  in  our  material 
levels  of  living.  Historically,  however,  energy  use  has  not  grown  as  rapidly 
as  GNP.  While  real  GNP  (in  1958  dollars)  rose  from  $183.5  billion  in  1930 
to  $617.8  billion  in  1%5,  for  a  compound  annual  growth  of  3.5  pjercent, 
energy  consumption  rose  from  22.3  quadrillion  btu’s  to  54.0  quadrillion  btu’s 
during  the  same  pjeriod,  an  annual  growth  rate  of  only  2.6  pjercent.  The  use 
of  energy  pier  dollar  of  GNP  (again  in  1958  dollars)  therefore  fell  from 
121,500  btu’s  in  1930  to  87,400  in  1%5. 

During  this  same  pjeriod  energy  was  becoming  cheapjer  relative  to  other 
goods  and  services.  While  the  price  index  of  ail  goods  and  services  (the  GNP 
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deflator)  rose  125  percent  during  this  period,  the  wholesale  price  index 
of  fuels  and  electric  power  rose  only  70  piercent.  Thus,  although  energy  con- 
sumpticm  was  growing  it  was  not  growing  as  rapidly  as  GNP,  and  although 
energy  prices  were  rising  they  were  not  rising  as  fast  as  the  prices  of  other 
goods  and  services. 

Since  1965,  however,  a  sharp  upturn  in  the  energy-GNP  ratio  has  occurred. 
From  87,400  btu’s  used  per  dollar  of  real  GNP  in  1965,  the  number  rose 
to  95,600  in  1970.  While  output  for  the  economy  as  a  whole  was  growing 
at  3.1  percent  per  year,  energy  consumption  grew  at  5.0  percent.  This  sharp 
upturn  in  energy  use  was  associated  with  a  more  rapid  increase  in  prices. 
Prices  of  fuel  chI  and  bituminous  coal,  in  particular,  rose  sharply  in  1970. 

These  developments  gave  evidence  of  at  least  a  short-run  shift  in  energy 
demand  and  prices.  At  the  same  time  more  fundamental  changes  were  occiur- 
ring  in  the  domestic  supply  picture  that  were  le&>  noticeable  to  the  typical 
consumer.  Between  1960  and  1969  crude  oil  production  was  steadily  rising, 
but  the  size  of  proved  reserves  actually  fell  in  absolute  terms.  At  current 
rates  of  production,  proved  reserves  declined  frcnn  1 2.8  years  of  production 
in  1960  to  only  9.3  years  in  1969.  The  addition  of  the  enormous  Prudhoe 
Bay  field  in  Alaska  to  the  1970  statistics  increased  our  proved  reserves  by 
almost  one-third,  but  this  oil  will  not  be  available  unless  it  can  be  transported 
to  market  in  an  envircnimentally  acceptable  way. 

Natural  gas  reserves  have  also  been  falling  in  recent  years.  Proved  reserves 
in  1970,  including  the  natural  gas  associated  with  oil  in  the  Prudhoe  Bay 
field,  were  lower  than  in  1%7.  With  production  of  natural  gas  rising 
at  5.4  percent  per  year  since  1960,  reserves  have  fallen  from  20.1  years  of 
annual  production  in  1960  to  13.2  years  in  1970.  The  importance  of  these 
developments  is  underlined  by  the  fact  that  domestic  oil  and  gas  contributed 
almost  two-thirds  of  our  energy  supply  in  1970. 

The  accelerated  growth  in  energy  demand  relative  to  GNP  in  recent  years 
b  not  expected  to  continue.  Most  observers  forecast  an  annual  average 
growth  in  energy  consumption  of  just  over  4  percent,  ptaralleling  the  ex¬ 
pected  growth  in  GNP.  A  comparison  of  earlier  forecasts  •’nd  current  reali¬ 
ties,  however,  suggests  that  any  assumptimis  about  future  demand  and  supply 
must  be  regarded  as  tentative,  to  be  modified  as  new  evidence  becomes 
available. 

Future  enei^  problems  involve  even  more  than  a  growing  demand  in 
relation  to  supply.  The  Nation  will  not  only  consume  more  energy  in 
the  future  but  will  also  insist  that  thb  energy  be  cleaner.  The  full  social 
cost  producing,  transporting,  and  consuming  energy  should  be  counted 
in  decbions  about  how  much  of  each  kind  of  fuel  to  use.  If  thb  were  done  it 
would  result  in  a  new  pattern  of  fuel  consumption.  Natural  gas,  a  sulfur-free 
fuel,  would  face  soaring  demands,  while  coal  consumption  processes  would 
have  to  be  improved  to  reduce  harmful  emissions. 

Recognizing  the  Nation’s  growing  energy  problem,  the  President  on 
June  4,  1971,  sent  an  energy  message  to  Congress,  the  first  Presidential  mes¬ 
sage  devoted  exclusively  to  thb  subject.  Some  initiatives  in  the  message 
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emphasize  direct  measures  to  increase  the  supply  of  clean  energy:  Develop¬ 
ment  of  the  nuclear  breeder  reactor,  acceleration  of  oil  and  gas  leasing  on 
the  CXiter  Continental  Shelf,  a  leasing  program  for  our  oil  shale  and  geo¬ 
thermal  resources,  expansion  of  our  uranium  enrichment  capacity,  and 
support  for  other  efforts  in  eneigy  resefarch  and  development. 

Other  actions  included  in  the  message  will  indirectly  help  to  expand 
potential  supply.  For  example,  support  for  developing  sulfur  oxide  control 
devices  will  lead  to  clean  uses  of  our  abundant  coal  resources,  and  a  system 
of  planning  the  sites  for  our  power  plants  and  transmission  lines  will  help  to 
reconcile  the  need  for  energy  with  environmental  demands.  The  President 
has  also  announced  steps  to  conserve  eneigy  by  requiring  better  insulation 
on  federally  insured  homes.  To  balance  eneigy  and  environmental  needs, 
he  also  proposed  a  tax  on  sulfur  oxide  emissicms  to  help  ensure  that  the 
full  social  cost  of  energy  consumption  is  built  into  the  price  of  eneigy. 

Despite  much  discussion  about  an  energy  problem,  even  an  “energy  crisis,” 
the  problem  is  not  always  precisely  stated.  The  problem  is  that  domestic  sup¬ 
plies  of  environmentally  acceptable  energy  are  becoming  ever  more  scarce  in 
the  face  of  a  growing  demand.  This  scarcity  can  manifest  itself  in  three  ways. 
In  markets  where  prices  are  permitted  to  equate  supply  and  demand,  up¬ 
ward  pressures  on  prices  may  develop.  In  markets  where  prices  are  not  per¬ 
mitted  to  rise  to  equate  supply  and  demand,  shortages  may  emerge  in  the 
f<Hin  of  gaps  between  desired  consumption  and  actual  supply.  If  imports  are 
not  restricted,  there  will  be  increased  dejiendence  on  foreign  sources.  Be¬ 
cause  some  of  these  sources  may  be  insecure,  the  Nation  will  be  exposed  to 
supply  disruptions  or  costs  incurred  from  domestic  stockpiling  to  guard 
against  {x>tential  interruptions  in  imports.  Depending  on  the  market,  there¬ 
fore,  the  problem  may  take  the  form  of  rising  prices,  shortages,  or  reliance  on 
uncertain  foreign  supplies. 

Insofar  as  price  increases  are  needed  to  call  forth  supply  they  are  a  proper 
respionse  to  an  underlying  condition  of  scarcity.  An  example  would  be 
the  worldwide  increases  during  1970  in  the  prices  of  heavy  fuel  oil,  par¬ 
ticularly  the  low-sulfur  type.  A  temporary  scarcity  of  tankers  and  limited 
facilities  for  refining  and  desulfurization,  coupled  with  rapidly  accelerating 
demand,  caused  the  price  of  fuel  oil  to  rise  sharply.  As  tanker  rates  returned 
to  more  normal  levels,  price  declines  began  to  occur.  During  the  entire 
episode  of  high  prices,  however,  there  were  no  cases  of  domestic  shortages 
that  some  had  feared. 

Currently  a  shortage  does  exist  in  the  natural  gas  market.  Wellhead  prices 
of  gas  for  interstate  delivery,  which  are  regulated  by  the  Federal  Power 
Commission  (FPC),  have  not  been  high  enough  to  induce  a  supply  equal  to 
the  growing  demand.  As  a  result  not  only  has  the  demand  itself  been  unmet, 
but  there  have  also  been  geographical  distortions  in  the  consumption  of  gas, 
higher  prices  for  completing  fuels,  and  greater  difficulty  in  meeting  our 
environmental  goals. 

Because  gas  mariieted  in  the  State  in  which  it  is  produced  has  not  been 
subject  to  FPC  price  controb,  producers  have  found  it  more  attractive  to 
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commit  new  reserves  to  intrastate  markets.  From  1%3  to  1970,  reserves  ear¬ 
marked  for  interstate  markets  fell  by  18.4  trillion  cubic  feet.  Comparable 
statistics  for  intrastate  conunitments  do  not  exist,  but  the  fact  that  the 
estimated  total  for  proved  reserves,  excluding  Alaska,  fell  by  only  12.9  trillion 
cubic  feet  suggests  that  intrastate  conunitments  may  actually  have  risen. 
Although  residential  consmners  in  the  East  and  Midwest  might  have  been 
willing  to  outbid  intrastate  buyers,  they  have  not  had  the  opportunity  to 
do  so.  Electric  generating  plants  in  the  major  gas-producing  States  of 
Louisiana,  Oklahoma,  and  Texas,  which  could  have  been  designed  to  use 
other  fuels,  are  fueled  almost  entirely  by  natural  gas.  Thus,  some  markets 
lack  gas  because  of  artificially  low  ceiling  prices,  whereas  in  other  markets 
this  fuel  is  used  excessively  and  its  price  is  depressed  to  the  level  of  interstate 
ceiling  prices. 

It  is  sometimes  argued  that  low  ceiling  prices  for  gas  result  in  low  prices 
for  competing  fuels.  Actually,  the  opposite  is  more  likely  to  be  true.  Large 
supplies  of  gas  would  tend  to  depress  prices  of  both  gas  and  competing  fuels, 
so  that  in  those  circumstances  low  gas  prices  would  be  associated  with  low 
prices  of  competing  fuels.  But  artificially  low  gas  prices  lessen  supply  and 
create  shortages.  Since  unmet  demands  for  gas  are  transferred  in  part  to 
other  fuels,  the  result  is  greater  demand  and  higher  prices  for  these  other 
fuels.  The  gas  shortage  itself  therefore  contributes  to  price  increases  in  other 
energy  markets.  Indeed,  the  sharp  increases  in  the  price  of  low-sulfur  fuel  oil 
in  1970  came  about  partly  because  natural  gas  supplies  were  unable  to 
respond  to  the  increased  demand  for  clean  fuels. 

The  Nation’s  gas  shortage  is  particularly  serious  at  this  time;  large 
metropolitan  areas  badly  need  more  gas  if  they  are  to  meet  air  quality  stand¬ 
ards.  Not  only  is  the  total  supply  of  gas  reduced  by  low  ceiling  prices,  but  the 
available  supply  tends  to  be  used  disproportionately  in  intrastate  markets 
where  acceptable  air  quality  is  ordinarily  less  difficult  to  achieve. 

In  the  past  2  years  the  FPC  has  taken  step>s  that  could  increase  gas 
supplies.  New  ceiling  prices,  substantially  above  the  prices  previously 
authorized  by  the  Commission,  have  been  set  for  each  of  the  major  pro¬ 
duction  areas.  Weighted  by  area  production,  new  wellhead  ceiling  prices 
average  about  24  cents  per  thousand  cubic  feet,  compared  to  18  cents  for 
previously  authorized  prices.  The  Commission  has  also  issued  a  ruling  that 
small  producers,  who  together  accounted  for  about  13  percent  of  1969 
production,  shall  be  exempt  from  ceiling  prices. 

Despite  these  steps  toward  prices  that  more  nearly  reflect  the  market 
situation,  important  policy  issues  remain.  The  large  interstate  pipeline 
companies,  being  unable  to  meet  their  customers’  demands  with  domestic 
natural  gas  and  pipeline  imports  from  Canada,  are  turning  toward  imports 
of  natural  gas  in  liquefied  form  from  overseas  and  to  synthetic  gas  produced 
from  imported  crude  oil  and  naphtha.  Although  these  imports  would  tend 
to  increase  the  supply,  they  cost  far  more  than  supplies  from  conventional 
domestic  sources.  Prices  at  the  refinery  or  vaporizatirm  plant  would  frequently 
be  $1  or  more  per  thousand  cubic  feet.  Delivered  to  the  same  markets. 
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domestic  natural  gas  at  new  ceiling  prices  would  cost  about  half  that  amount. 
Thus,  we  could  afford  to  pay  significantly  more  for  domestic  gas,  thereby 
appreciably  increasing  its  supply,  and  still  have  lower  prices  than  would  have 
to  be  paid  for  gas  from  the  alternative  sources  now  being  considered. 

ENVIRONMENTAL  QUALITY 

Environmental  resources  are  ownmon  property:  Tliey  are  free  for  those 
who  use  them,  and  thus  are  not  rationed  as  they  would  be  if  they  were 
private  property  and  users  were  required  to  pay  a  price  for  their  use. 
As  a  consequence  such  environmental  resources  as  clean  air  and  water  have 
been  overconsumed  in  certain  uses,  particulau'ly  the  disposal  of  g^wing 
amounts  of  industrial,  municipal,  and  agricultural  wastes.  The  same  excesses 
have  been  evident  in  thermal  and  noise  pollution.  The  right  to  dump  noise 
into  the  air,  for  example,  carries  no  discipline  of  a  price  that  must  be  paid 
to  encourage  restraint  or  to  compensate  others  adversely  affected  by  such 
pollution. 

The  question  is.  How  can  Federal,  State,  and  local  governments  limit  the 
uses  of  environmental  resources  so  as  to  balance  their  value  for  such  dif¬ 
ferent  purpxMes  as  breathing,  drinking,  recreation,  natural  beauty,  and  ab¬ 
solution  of  wastes?  In  assuming  this  task,  governments  face  two  major  prob¬ 
lems.  First,  the  value  of  environmental  resources  in  alternative  uses  must  be 
assessed  to  provide  a  basis  for  determining  a  balanced  use  pattern.  Second, 
governments  must  design  rules  that  will  achieve  a  balanced  use  at  the 
least  cost  to  the  economy.  The  economic  efficiency  of  different  approaches 
to  this  rationing  problem  was  examined  in  the  1971  Economic  Report  of 
the  President. 

The  pending  decision  about  issuing  a  right-of-way  pwrmit  to  the  Trans 
Alaska  Pipeline  illustrates  the  considerations  involved  in  government  alloca¬ 
tion  of  environmental  resources.  On  the  one  hand,  there  are  urgent  energy 
needs  that  would  be  served  by  the  large  supplies  low-cost  crude  oil  from 
the  North  Slope.  The  Prudhoe  Bay  field  is  one  of  the  largest  and  one  of  the 
lowest-cost  oil  fields  discovered  by  man.  Its  developxnent  would  supply  addi¬ 
tional  domestic  energy  to  the  West  Coast  of  the  United  States  at  costs  to  the 
Nation  well  below  those  of  less  secure  imports.  On  the  other  hand,  the  jMpe- 
line  would  pass  through  some  of  the  most  remarkable  wilderness  areas  in 
the  United  States,  and  there  is  no  certainty  that  environmental  contamina¬ 
tion  could  be  avmded  altogether. 

The  Secretary  of  the  Interior,  as  custodian  of  the  public  lands,  must 
decide  whether  to  issue  the  right-of-way  permit.  To  help  him  assess  the 
costs  and  benefits  of  alternative  decisions,  the  Council  of  Economic  Advisers 
examined  the  economic  costs  to  the  Naticm  of  rxH  building  the  pipeline. 
Other  agencies  reported  on  such  matters  as  the  effects  of  the  pipeline  con¬ 
struction  (Ml  the  Alaskan  economy,  the  impact  on  our  national  security, 
and  the  possibility  of  pipeline  failures.  According  to  the  National  Environ¬ 
mental  Protection  Act,  the  Secretary  of  the  Interior  himself  must  file  a  state- 


ment  with  the  Chairman  of  the  Council  on  Environmental  Quality  describ¬ 
ing  the  probable  environmental  impact  of  the  action.  Having  completed 
these  tasks,  he  will  then  be  in  a  position  to  make  a  decision  based  on  full 
consideration  of  the  costs  and  benefits. 

In  calculating  the  labor  and  capital  costs  to  the  Nation  of  not  building 
the  pipeline,  the  Council  of  Economic  Advisers  compared  the  pipeline  proj¬ 
ect  with  one  of  the  other  principal  ways  of  meeting  the  Nation’s  demands 
for  low-cost  energy — importing  the  same  amount  of  oil  from  overseas  as 
would  be  produced  at  Prudhoe  Bay.  According  to  the  Council’s  study,  the 
real  resource  cost  of  imported  oil  would  be  more  than  twice  that  of  the 
Prudhoe  Bay  crude  delivered  to  the  West  Coast.  Development  of  the  10- 
billion-barrel  field  and  transportation  of  the  oil  to  the  West  Coast  would  save 
the  Nation  $15  billion  to  $17  billion  during  the  expected  20-year  life  of  the 
field.  These  costs  must  of  course  be  weighed  with  other  considerations 
mentioned  above  in  arriving  at  an  ultimate  decision. 

Most  environmental  decisions  are  not  of  an  all-or-nothing  character.  In¬ 
stead,  they  involve  setting  quantitative  limits  on  the  use  of  our  environ¬ 
mental  resources,  assessment  of  charges  for  use,  or  the  distribution  of  sub¬ 
sidies  to  parties  investing  in  facilities  to  control  pollution. 

These  cases  offer  a  wide  range  for  judgments  about  where  incremental 
costs  and  benefits  will  come  into  balance.  In  the  control  of  water  pollution, 
for  example,  costs  of  improvements  rise  more  rapidly  as  we  approach  the 
total  elimination  of  |x>llutants.  According  to  estimates  made  by  the  Environ¬ 
mental  Protection  Agency,  85  to  90  percent  of  water  pollutants  from  munici¬ 
pal  and  industrial  sources  can  be  removed  by  1982  with  aggregate  new  ex¬ 
penditures  of  just  over  $60  bilKon  during  the  next  decade.  To  remove  an¬ 
other  10  percent  would  cost  almost  another  $60  billion;  to  achieve  zero 
discharge  of  pollutants  would  cost  roughly  $200  billion  more,  or  over  $60 
billion  for  each  percentage  point  of  additional  removal.  At  this  level,  the 
incremental  cost  is  so  enormous  as  to  raise  serious  questions  about  the 
appropriateness  of  carrying  removal  diis  far.  The  substantial  resources  that 
would  be  needed  to  improve  effluent  quality  only  slightly  beyond  levels  of 
purity  that  would  already  be  high  could  be  used  to  benefit  the  economy  in 
dozens  of  more  significant  ways.  Public  policy  must  decide  where  these 
resources  would  produce  the  greatest  benefits. 

Problems  of  controlling  water  pollution  are  complicated  by  other  factors. 
First,  the  level  of  benefits  provided  by  removal  of  pollutants  from  a  particular 
water  baun  depends  on  the  potential  uses  of  that  basin.  Where  potential 
recreational  uses  are  important,  for  instance,  the  benefits  of  removing  pol¬ 
lutants  are  likely  to  be  higher  than  in  a  major  shipping  channel.  Final  water 
quality  standards  should  reflect  the  benefits  attainable;  controls  on  pollutant 
emissions  can  then  be  aimed  at  the  achievement  of  those  standards.  Second, 
our  knowledge  about  the  effect  on  water  quality  of  removal  of  different 
amounts  of  given  pollutants  is  still  incomplete.  Even  if  final  water  quality 
goals  can  be  appropriately  established,  the  extent  to  which  emissions  of  a 
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given  pollutant  need  to  be  reduced  in  order  to  reach  that  quality  level  is  not 
clearly  known.  A  third  problem  is  presented  by  the  fact  that  pollutants  result 
frcxn  both  “point  sources”  (municipal  and  industrial  waste  facilities)  and 
“general  sources”  (fields,  farms,  or  mines)  while  controls  generally  have 
been  enforceable  only  at  point  sources.  There  are  instances  in  which,  even 
with  the  removal  of  all  pollutants  fixxn  ]x>int  sources,  desired  water  quality 
could  not  be  achieved;  there  are  other  instances  in  which  current  levels  of 
{x>llutant  embsions  produce  no  deleterious  effects. 

Since  in  practice  both  benefits  and  costs  of  pollution  control  vary  from 
I  basin  to  basin,  participation  from  the  local.  State  and  regional  levels  is  appro- 

I  priate  in  setting  the  goals  for  water  quality. 

'  A  similar  problem  of  estimating  costs  and  benefits  is  posed  by  a  system  of 

'  charges  to  discourage  the  emission  of  pollutants.  Here  the  choice  explicitly 

I  requires  assessing  the  value  to  the  public  of  removing  pollutants  and 

I  setting  a  charge  that  reflects  the  dollars  and  cents  value  of  these  benefits. 

The  Adminbtration  b  considering  a  legislative  proposal  for  a  charge  to  be 
I  levied  on  sulfur  oxide  emissions.  To  fix  a  charge  per  pround  of  sulfur  emitted 

I  means  calculating  the  costs  of  abatement  and  the  benefits  accruing  to  natural 

I  beauty,  vegetation,  property,  and  health  from  reducing  these  emissions. 

'  The  Environmental  Protection  Agency  has  made  rudimentary  estimates  of 

I  the  more  readily  measurable  benefits  and  costs  of  reducing  sulfur  oxide  that 

I I  will  provide  a  basis  for  setting  the  charge. 

>  •  As  a  method  of  limiting  pollution,  emission  charges — or  effluent  fees,  as 

1 1  they  are  sometimes  called — possess  distinct  advantages.  For  one  thing  they 

' '  result  in  an  efficient  allocation  of  the  resources  devoted  to  pollution  abate¬ 

ment.  Because  each  source  of  pollution  will  reduce  emissions  to  the  point 
' '  where  the  costs  of  doing  so  just  equal  the  charge,  those  sources  that  can 

clean  up  a  given  proportion  of  their  embsions  at  low  costs  will  press  their 
I  abatement  activities  farther  than  sources  incurring  higher  costs.  In  contrast 

to  what  would  happen  if  equal  standards  were  applied  to  each  source,  a 
larger  share  of  abatement  activity  will  be  undertaken  by  sources  with  low 
I  costs.  Insofar  as  abatement  costs  differ  from  source  to  source,  a  charge 

j  would  achieve  a  greater  reduction  in  embsions  for  a  given  amount  of  labor 

r  and  capital  resources  committed  to  pollution  abatement  than  would  be 

.  I  achieved  by  a  uniform  standard.  Conversely,  a  given  reduction  in  emissions 

'  can  be  achieved  more  economically  by  setting  a  charge  rather  than  a 

standard. 

Another  advant£^e  of  emission  charges  lies  in  the  information  they  gen¬ 
erate.  Disagreements  frequently  occur  about  the  technological  feasibility  or 
the  costs  of  meeting  specific  standards.  Polluters  argue  that  the  standards 
either  cannot  be  met  or  can  be  met  only  at  heavy  cost,  while  environmental 
advocates  minimize  the  difficulties.  An  emission  charge  always  makes  it  in 
the  interest  of  polluters  to  reduce  emissions  as  long  as  the  cost  of  doing  so 
is  less  than  the  charge.  The  charge  will  therefore  reveal  the  reduction  in 
emissions  that  is  economical  at  a  cost  equal  to  the  emission  charge  itself. 
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Since  environmental  regulation  should  always  be  carried  out  with  as  much 
knowledge  as  possible  of  costs  and  benefits,  an  emission  charge  can  be  a 
valuable  tool  in  supplying  informaticm  £dx>ut  actual  costs.  As  more  informa¬ 
tion  becc»nes  available,  the  charge  can  be  adjusted  to  equate  benefits  and 
costs. 

RESEARCH  AND  DEVELOPMENT 

Investments  in  scientific  knowledge  and  in  its  applicaticm  to  productive 
uses  have  become  an  important  characteristic  of  the  American  econcany. 
Benefits  from  the  development  and  utilization  of  knowledge  are  many  and 
varied.  They  are  evident  in  improved  health  for  millions  of  Americans 
as  well  as  in  our  greater  understanding  of  outer  space.  They  include  en¬ 
tirely  new  products  that  enhance  the  quality  of  life  and  new  techniques 
that  expand  the  productivity  of  the  Nation’s  human  and  physical  re¬ 
sources.  While  an  accurate  evaluation  of  those  benefits  that  directly  im¬ 
prove  economic  performance  is  difficult — to  say  nothing  of  the  less  tangible 
benefits — it  is  widely  agreed  that  the  group  of  activities  called  research 
and  development  (R&D)  plays  a  central  role  in  our  economy.  It  has  led 
to  new  products  and  industries;  and  it  can  ccmtribute  in  important  ways 
to  solving  today’s  complex  economic  and  social  problems. 

Research  and  development  has  become  a  major  economic  activity.  In 
recent  years  over  $25  billion — nearly  3  percent  of  the  Naticoi’s  total  expendi¬ 
tures — has  gone  into  R&D.  Two-fifths  of  the  expenditures  for  this  purpose 
reported  in  1971  were  made  by  private  profitmaking  firms.  The  Federal 
Government  paid  for  most  of  the  remainder  (Table  26) . 


Table  26. — Distribution  of  funds  for  restarch  and  devriopment,  by  funding  source  and  per¬ 
former,  calendar  year  1971 


Percentage  distribution  of  overall  total  * 

Source  or  performer 

Total 

Research 

Development 

Basic 

Applied 

By  funding  source: 

HIH 

Totol . 

100.0 

15.1 

22.6 

62.3 

Federal  Government. . 

55.0 

9.5 

12.3 

33.1 

Universities  and  nonprofit  Institutions . 

5.3 

3.7 

L3 

.3 

Industry . 

39.7 

1.9 

9.0 

28.9 

By  performer: 

Total . 

100.0 

15.1 

22.6 

62.3 

Federal  Government . 

14.6 

2.5 

5.3 

6.8 

Universities  and  nonprofit  institutions . 

17.4 

10.4 

4.5 

2.5 

Industry . 

68.0 

2.2 

12.8 

53.0 

>  Based  on  $26.9  billion  roportod  by  poiformore  o(  RED.  Fundinf  and  perfonning  estimates  for  universities  include 
$0. 3  billion  rinanced  by  State  and  local  governments. 

Note.— Detail  will  not  nKOssarily  add  to  totals  iMcausa  of  rounding. 

Source:  National  Science  Foundation. 
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The  Federal  Government  is  itself  an  important  performer  (as  well 
as  funder)  of  research  and  development;  in  1971  nearly  15  percent  of  all 
R&D  was  performed  directly  by  Federal  agencies.  But  the  Federal  Govern¬ 
ment’s  influence  on  the  R&D  industry  is  even  larger  than  its  actual  share 
of  these  activities  mi^t  imply.  Government  |x>licy  influences  the  supply 
of  scientific  manpmwer;  it  also  affects  incentives  for  private  investment 
through  cost-diaring  arrangements,  tax  policies,  patent  laws,  and  other  legal 
mechanisms. 

RATIONALE  FOR  GOVERNMENT  INVOLVEMENT 

Government  is  a  large  purchaser  of  goods  and  services,  and  many  of  the 
things  it  buys  have  a  large  R&D  component.  Defense  equipnnent  and  the 
exploration  of  space  are  obvious  examples.  Government  as  the  purchaser  of 
such  goods  and  services  must  also  sup>p>ort  whatever  research  and  devek>p>- 
ment  is  required  for  their  production,  eidier  through  direct  Federal  funding 
of  the  R&D  or  indirectly  through  the  price  it  pays  for  the  production  the 
final  goods  themselves.  The  bulk  of  Federal  expienditures  for  R&D  fall  in 
this  category;  national  defense  and  space  alone  accounted  for  79  piercent  of 
R&D  funding  in  fiscal  1971  (Table  27).  Research  and  developnnent  done 
for  these  pxirposes  have  had  applications  in  odrer  fields.  Therefore  the 
amount  of  R&D  sup>px>rted  for  defense  and  space  is  relevant  to  the  scale  of 
sq>propriate  Federal  supjpmrt  for  R&D  in  the  pxivate  sector. 

But  Government  has  an  appropriate  role  in  R&D  even  when  its  results 
will  not  be  incorporated  in  Govenunent  purchases,  because  private  firms 
would  underinvest  in  R&D  for  goods  normally  purchased  by  the  private 
sector.  Although  an  investment  in  R&D  may  p>roduce  benefits  exceeding  its 
costs  from  the  viewpoint  of  society  as  a  whede,  a  firm  considering  the  invest¬ 
ment  may  not  be  able  to  trarulate  erough  of  these  benefits  into  profits  on  its 
own  products  to  justify  the  investment.  This  u  because  the  knowledge  which 
is  the  main  product  of  R&D  can  usually  be  readily  acquired  by  others  wdo 
wiH  compote  away  at  least  port  of  the  benefits  from  the  original  developor. 
This  is  particularly  true  of  banc  research,  where  the  output  frequently 
occurs  in  the  first  instance  not  as  a  mar4cetable  product,  but  rather  as  an 
advaroe  in  basic  knowledge  that  can  subsequently  be  used  in  applied  research 
and  developnnent  by  a  wide  and  often  unforeseeable  range  of  firrru. 

One  way  to  encourage  more  sponding  on  R&D  for  private  goods  is,  of 
course,  by  direct  funding.  When  this  approach  is  followed,  it  is  sensible 
for  Government’s  share  of  total  expienditures  to  be  greatest  for  basic  research 
and  to  decline  at  subsequent  stages.  The  difference  between  social  and 
private  benefits  is  largest  for  basic  research  and  diminishes  when  investments 
begin  to  provide  returns  that  can  be  obtained  through  private  nuulrets. 
Increasingly  it  is  recognized,  however,  that  even  at  the  develr^mental, 
demonstration,  and  diffusion  stages  of  innovation,  social  benefits  may  exceed 
private  benefits. 
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There  are  also  indirect  ways  the  Glovemment  can  pwomote  R&D  invest¬ 
ment  for  private  goods.  Public  p>oiicy  has  long  encouraged  and  rewarded 
innovation  and  the  progress  of  science  through  patent  laws  which  permit 
inventors  to  capture  a  lai^er  portion  of  benefits  than  would  otherwise  be 
possible.  Other  legal  mechanisms  including  those  that  deal  with  “trade 
secrets’’  also  permit  the  entrepreneur  to  internalize  benefits  that  otherwise 
would  accrue  outside  his  firm. 

The  difficulty  of  a  firm  undertaking  its  own  R&D  efforts  may  be  especially 
great  when  the  firm  is  small  in  relation  to  the  scale  required  for  efficient 
R&D  efforts.  In  some  cases  this  difficulty  is  overcome  by  the  R&D  activities 
of  larger  firms  which  supply  machinery  or  materials  to  smaller  firms,  for 
example,  by  producers  of  farm  machinery  or  seeds  for  farmers.  In  other  cases 
there  are  firms  and  institutions  that  specialize  in  research  and  development 
as  such.  Also,  firms  may  be  able  to  share  risks  or  pool  their  support  of  R&D 
through  formal  or  informal  ccmsortia  under  today’s  legal  and  instituticmal 
arrangements.  For  example,  in  fragmented  industries  in  which  several  such 
consortia  are  probable,  j(^t  R&D  would  not  normally  be  considered  a  vio¬ 
lation  of  the  antitrust  laws.  On  the  other  hand,  joint  efforts  among  leading 
firms  in  highly  concentrated  industries  would  normally  be  considered  un¬ 
desirable.  In  general,  actions  taken  by  private  groups  which  lead  to  improved 
allocation  of  resources  would  not  be  in  conflict  with  the  antitrust  laws; 
actions  which  lead  to  excessive  market  power  would  be. 

It  must  be  recognized  that  in  some  industries  the  small  firm  is  the  most 
effective  institution  for  accomplishing  R&D.  This  is  peiiiap>s  the  case  most 
frequently  at  the  eariy  stages  of  development  of  a  new  technerfogy.  Large 
firms  sometimes  prove  to  be  insufficiently  flexible  to  adapt  to  rajMdly  advanc¬ 
ing  technological  innovation.  In  other  instances  large,  regulated  firms 
facing  relatively  assured  markets  sometimes  achieve  only  a  slow  pace  of 
innovation.  The  benefits  of  innovation  may  be  capturable,  but  the  spur  of 
ccMiipetition  is  absent. 

When  private  action  or  patent  protection  is  not  sufficient  to  achieve  scale 
economies  or  capture  external  benefits,  direct  Government  suppx>rt  for 
R&D  may  be  appropriate.  This  would  be  especially  true  in  an  established 
industry  with  many  small  firms.  Under  such  conditions  an  individual  firm 
may  have  little  incentive  to  undertake  its  own  research  or  to  participate  in 
an  ongoing  venture  in  R&D  conducted  jointly  by  a  group  of  other  firms; 
it  would  have  difficulty  capturing  the  benefits  of  its  own  efforts,  and  the 
benefits  of  their  efforts  would  probably  be  available  without  the  firm’s  finan¬ 
cial  support.  Federal  support  for  agricultural  research,  for  instance,  started 
because  individual  farms  were  too  small  to  undertake  their  own  research  and 
lacked  the  incentives  and  institutions  to  support  joint  arrangements. 

While  it  is  clear  that  Federal  involvement  is  essential  to  prevent  underin¬ 
vestment  in  R&D,  the  optimal  amount  this  activity  is  much  less  clear.  The 
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proper  allocation  of  RftD  among  alternative  activities  presents  a  further 
problem.  In  theory,  benefit-cost  analysis  can  answer  these  questions,  but  in 
practice  it  is  difiBcult  to  measure  reliably  either  the  aggregate  benefits  from 
R&D  or  the  benefits  from  investing  in  particular  projects.  Thu  is  inherent 
in  the  conditions  which  lead  to  government  intervention — benefits  are  often 
widely  diffused  in  society  and  thus  difiBcult  to  measure.  Comprehensive 
analysis  u  further  hindered  because  the  transformation  of  research  into 
new  knowledge  and  of  new  knowledge  into  public  and  private  innovations 
and  wofimble  technologies  is  not  yet  aulequately  imdentood.  Until  better 
analysis  is  available  to  show  the  benefits,  costs,  and  processes  associated 
with  R&D,  informed  judgment  will  continue  to  be  the  major  element  in 
riuqxng  public  policy. 

RECENT  DEVELOPMENTS 

Several  recent  developments  have  raised  serious  questions  about  the  ade¬ 
quacy  of  this  Nation’s  research  and  development  program.  Recognizing  these 
devek^nnents,  the  President  in  1971  directed  the  Domestic  Affairs  Council 
to  undertake  an  intensive  review  of  Federal  policy  in  this  field. 

The  most  prominent  development  has  been  in  total  expenditures  fmr 
research  and  development;  they  grew  rapidly  until  about  the  mid- 1960’s  but 
have  recently  been  rising  quite  slowly.  Indeed,  if  total  outlays  are  adjusted 
for  rising  costs,  “real”  outlays  for  R&D  have  actually  been  declining  since 
1968.  As  a  result,  research  and  develo|xnent  amounted  to  a  smaller  percent¬ 
age  of  GNP  in  1971  than  in  any  year  since  1960. 

Federal  R&D  spending,  in  real  terms,  declined  at  an  annual  rate  4  per¬ 
cent  between  its  1967  peak  and  1971  principally  because  of  scheduled 
reductions  in  space  exploration  from  $5  to  $3  billion.  Nonfederal  spending 
continued  to  show  a  real  increase  through  1%9  and  then  declined  the  put 
2  years. 

A^ew  Emphases 

New  national  priorities  have  been  reflected  in  substantial  reallocations 
of  Federal  R&D  expenditures  (Table  27).  All  of  the  recent  declines  in 
total  Federal  outlays  for  R&D  have  been  in  natitmal  defense  and  space. 
National  defense  accounted  for  86.5  percent  of  Federal  R&D  expenditures 
in  1960;  during  1%5  this  propcMtion  declined  to  56.9  percent  and  remained 
near  that  level  through  1971.  The  major  growth  in  Federal  support  from 
1%1  to  1966  wu  in  space  research  and  techncdogy,  which  by  1965  accounted 
for  one-third  of  the  total  Federal  R&D  exfienditures.  Since  1966  space  R&D 
hu  declined  each  year  both  in  abscJute  terms  and  as  a  share  of  the  total. 
E]q)enditures  for  R&D  related  to  human  resources  (mainly  in  health  and 
education)  and  economic  affairs  increased  rapidly  throughout  the  decade. 
Between  1965  and  1971  the  share  of  the  total  devoted  to  these  fields  doubled ; 
together  they  accounted  for  18.6  percent  of  Federal  R&D  expenditures  in 
1971. 


Tablb  27. — Distribution  of  F»d$Tal  txptnditurts  for  rtstarch  and  dtvelopmant  by 
major  function,  fiscal  years  I960, 1965,  and  1971 

|Fi«cal  yBtnl 


I  Ettimat*. 

>  HmIUi;  •ducation.  and  nunpowar;  incoma  sacurity;  vatarans  banaMs  and  aarvicas;  and  cammunity  davatapniant  and 
kaasint. 

•  Cammarca  and  transpartatian;  and  aaricultura  and  rural  davatopmant 
r  Inlamalianal  alfaira  and  linanca;  amifanaral  tavarnmant 

Nata.— Oatail  will  nat  nacaaaarily  add  ta  tatala  bacauaa  af  raunding. 

Saurca:  Natianal  Scianca  Faundatian. 

U riemployed  Scientific  Manpower 

Declines  in  “real”  research  and  development  expenditures,  es|jecially  the 
shift  in  Federal  programs  away  from  defense  and  space,  and  a  slowing  of 
general  economic  activity  have  increased  unemployment  among  the  Na¬ 
tion’s  scientific  woiicers.  Statistics  available  on  the  extent  of  this  unemploy¬ 
ment  indicate  that  nationally  it  is  lower  than  overall  unemployment;  but 
it  is  clear  that  for  certain  skills  and  in  certain  localities  unemployment  has 
become  a  severe  problem,  especially  in  contrast  to  the  tight  supply  situ¬ 
ation  only  a  few  years  ago.  The  amount  of  actual  unemployment,  however, 
would  probaUy  not  indicate  the  full  extent  to  which  scientific  {)ersonnel 
are  underutilized,  since  some  people  are  employed  at  jobs  which  do  not 
fully  use  their  technical  skills. 

International  Developments 

During  the  last  decade  the  United  States  has  devoted  a  larger  share  of  its 
GNP  to  research  and  development  than  any  other  country  and  a  larger  por¬ 
tion  of  these  dollars  to  basic  research,  the  type  that  provides  the  greatest 
external  benefits.  Experience  of  recent  years  has  demonstrated  that  the 
benefits  of  R&D  go  beyond  the  borders  of  the  performing  nation.  Basic 
research  findings  from  all  parts  of  the  world  are  generally  available  for  all 
nations  to  use,  and  the  same  increasingly  app>ears  true  for  applied  and 
developmental  research  efforts  as  well.  This  has  become  evident  in  the 
shortened  period  between  the  time  a  new  product  is  introduced  and  the 
time  it  is  replaced  by  newly  develop>ed  competitive  products. 

These  developments  are  in  part  a  natural  result  of  expianding  national 
economies  throughout  the  world  and  of  improved  networks  of  international 
communications.  They  also  result  partly  fnmi  sp)ecific  policies  of  some  na¬ 
tions  to  import  the  findings  of  basic  and  applied  research  conducted  else- 
^^dlere  and  to  concentrate  dcxnestic  efforts  on  developing  and  refining 
applications. 


These  auid  other  trends  in  national  and  international  RftD  pcdicies  have 
implications  for  the  international  competitive  positicxi  oi  U.S.  exports, 
which  have  been  ccmcentrated  in  hi^-technology  goods,  dependent  on  RftD 
investments.  The  ccxiditions  which  underlay  this  Nation’s  ccxnparative  ad¬ 
vantage  in  such  goods  in  the  past  no  longer  appear  so  prominent.  Both 
the  level  and  the  mix  of  U.S.  research  and  development  have  changed 
oxisideiably  in  recent  years.  The  level  oi  all  RftD  as  a  percentage  of  GNP 
in  the  1970’s  may  remain  below  that  of  the  1960’s.  In  many  other  industrial 
nations  the  reverse  would  appear  likely.  The  nature  of  RftD  activities  will 
help  determine  tomorrow’s  comparative  cost  conditions  and  the  patterns 
of  wtMrld  trade. 

EXPANDED  SUPPORT  FOR  RftD 

The  President’s  budget  for  fiscal  1973  proposes  an  increase  in  RftD  fund¬ 
ing  of  $1.4  billion,  or  8  percent,  above  fiscal  1972.  This  increase  should  help 
reverse  the  recent  declines  in  “real”  Federal  funding  for  all  RftD  activities. 
Federal  support  is  being  expanded  in  several  critical  areas:  banc  research; 
national  security;  and  civilian  R&D.  In  addition,  the  Administratkm  is 
moving  to  improve  the  overall  management  of  R&D  to  ensure  an  appropri¬ 
ate  level,  priority,  and  efficiency  of  effMt. 

The  Budget  calls  for  a  15  percent  ($700  million)  increase  fcHr  civilian 
R&D.  Over  (Hie-half  of  the  increase  will  be  directed  toward  six  priority  do¬ 
mestic  objectives.  New  emphasis  will  he  given  to  potentially  fruitful  develop¬ 
ments  in  die  fields  oi  enei^,  envircmment,  transportadcm,  health,  natural 
disa.sters  and  drugs.  In  addition,  two  experimental  programs  will  be  initiated 
to  stimulate  R&D  investments  and  applications  by  private  firms  and  non- 
federal  institutions.  One  program  will  be  administered  by  the  National 
Bureau  oi  Standards;  the  other  program,  to  be  administered  by  the  National 
Science  Foundation,  will  include  efforts  to  help  improve  our  understanding 
of  the  process  of  innovaticm  and  research  application.  A  variety  of  ap¬ 
proaches  will  be  followed  by  both  agencies  including  more  joint  activities 
among  universities,  industry  and  Government,  demonstration  oi  new 
techno^igies  and  encouragement  for  small,  innovative  R&D  firms. 

SURFACE  FREIGHT  TRANSPORTATION 

The  Federal  Government  has  long  been  involved  in  r^^ulation  of  the 
transportaticm  sector.  Railroad  transportation  was  first  regulated  under  the 
Interstate  Commerce  Act  of  1887.  Other  modes  later  came  under  regula¬ 
tion — motor  carriers  in  1935  and  certain  inland  and  coastal  water  carriers 
in  1940.  Ec<xiomic  and  competitive  conditkxis  have  changed  consideraUy 
since  regrilation  was  initiated,  but  the  changed  conditi<xis  have  not  been 
adequatdy  reflected  in  the  regulations  under  \^ch  the  Nation’s  surface 
freight  carriers  are  required  to  perform. 
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One  of  the  most  significant  and  negative  outcomes  of  regulation  has  been 
the  fixing  of  trans[x>rtation  rates  in  relation  to  the  value  of  service  to  ship¬ 
pers,  rather  than  in  relation  to  the  costs  of  providing  service.  In  the  eariy 
years  such  value-of-service  pricing  was  a  form  of  price  discrimination  in¬ 
tended  to  benefit  railroads  which  <^rated  under  conditions  approximating 
monopoly.  As  competiti(xi  from  other  transport  modes  grew,  rail  rates  sub¬ 
stantially  above  transportaticm  costs  fcH-  hi^-valued  goods  presented  attrac¬ 
tive  competitive  targets  for  motor  and  water  carriers  even  though  the 
railroads  mig^t  have  been  the  low-cost  carrier  of  such  freight.  The  process 
continues  today,  and  as  a  consequence,  the  railroads  are  increasingly  the 
carrier  erf  low-value  bulk  commodities  desjMte  their  comp>arative  advan¬ 
tage  as  a  long-haul  carrier  for  general  cargo.  Through  regulatkxi,  value-of- 
service  pricing  has  been  imposed  on  shippers,  requiring  them  to  pay  rates  foe 
services  in  excess  of  the  costs  of  those  services.  This  leads  to  the  provision  of 
less  trans]x>rtation  services  than  is  desirable  for  society.  In  addition,  transport 
pricing  unrelated  to  the  costs  of  providing  efficient  service  causes  mislocation 
of  facilities  for  commerce  and  industry,  which  must  adjust  to  existing  trans¬ 
portation  rate  patterns. 

Regulation  of  carriers  has  also  led  to  waste  of  resources  within  a 
given  mode.  For  example,  the  Interstate  Commerce  Commission  (ICC) 
certificates,  which  grant  motor  carriers  the  privilege  to  operate,  require 
these  carriers  to  traverse  fixed  routes  and  to  pick  up  and  deliver  only  at  par¬ 
ticular  points  on  those  routes.  Regulation  thus  artificially  imposes  on  motor 
carriers  the  disadvantages  which  accrue  naturafiy  to  rail  and  bai^  lines. 
Some  motor  carriers  and  regulated  barge  operators  are  further  limited  in 
the  commodities  they  are  permitted  to  carry.  This  limitation  compounds 
the  empty  backhaul  problem:  That  is,  laig^ely  as  a  result  of  restrictions  in 
their  operating  certificates,  trucks  from  A  may  haul  one  or  more  commodi¬ 
ties  to  B  and  return  empty,  while  others  from  B  haul  goods  to  A  but  also 
return  empty.  Removal  of  such  restrictions  on  competition  among  carriers 
aiKl  of  imp>ediments  to  efficiency  can  mean  significant  savings  to  the  economy 
as  a  whole  without  cost  to  any  sector. 

The  railroads,  especially,  have  faced  another  problem  due  to  regulatkm. 
They  are  required  to  continue  operating  branch  lines  when  such  lines  are 
unprofitable,  and  sometimes  even  when  revenues  do  not  cover  their  out-of- 
pocket  costs. 

To  the  extent  that  regulation  has  given  one  mode  or  sector  artificial  ad¬ 
vantages  in  particular  markets,  relaxation  of  regulation  would  lead  to  some 
adjustments  among  sectors.  Improved  resource  allocation  would  mean  the 
loss  of  such  artificial  advantages,  but  in  some  cases  it  would  also  benefit  more 
than  one  carrier.  Abandonment  of  uneomomic  branch  lines,  for  example, 
would  benefit  rail  carriers  and  rimriltaneously  provide  new  markets  fcM* 
motor  carriers  in  accord  with  their  comparative  advantage  in  short-haul  car¬ 
riage.  Other  shifts  of  traffic  in  accord  with  the  comparative  advantage  of 
each  mode  could  be  expected. 
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OmsI  railnMd«* . 

Oats  I  Motor  etrrian' . 

CtoooMAMto  Blotondaiidoiottol  water carrton*. 
All  auaafaetaitai  corporatloat . . 


•  PraWi  attar  toxa*  as  paicaat  of  stoekkoMon  aqoity. 

•  Carriart  wKh  aieia  than  BS  atilHoii  ravoaoos. 

•  ladadat  lalarcity  aiotor  cantors  af  praparty.  witli  ravaaaas  al  aiara  tkaa  121)0,000  la  1017-M  aad  aiara  Ikaa 
$1  aMaa  to  USO-70. 

s  Claas  A  aaO  •  lalaad  and  ooastol  water  cantors  witk  aiara  thaa  1100,000  la  raaaaaat. 

Nate.— Tka  Afaras  tor  vartoas  carrtors  kaaa  baaa  tka  sakiaci  of  soma  caatravorsir.  Tkay  ara  steted  kata  as  isfarted 
to  latersteto  Coaiaiarcs  Coaiailsston. 

Saaicas:  latersteto  CoMMStca  Caanalsatoa  aad  Sacartttos  aad  Eackaata  CsMMisslaa. 

The  Nation’s  largest  rail  carrier,  the  Penn  Central,  filed  for  re<Nganiza- 
tion  in  1970;  several  other  railroads  had  done  so  earlier  and  sonoe,  including 
the  Reading,  followed  in  1971.  The  physical  plants  of  many  railroads  are  in 
serious  disrepair  because  their  long-term  low-eamings  performance  has  led 
to  deferral  of  maintenance  and  delay  in  the  purchase  of  new  equipment. 
Since  railroads  are  the  major  long-haul  freight  carrier,  their  difficulties  have 
adverse  effects  on  the  entire  surface  freight  system. 

Changes  in  the  earnings  performance  of  the  railroads  and  other  carriers 
cannot  be  attributed  principally  to  the  total  volume  of  their  traffic.  While 
freight  traffic  during  the  last  decade  rose  somewhat  more  slowly  than  total 
output  in  the  economy,  the  volume  nevertheless  increased  at  an  average 
rate  of  more  than  3  percent  annually  from  1960  to  1970.  Total  surface 
freight  traffic  rose  fitxn  1,084  billion  ton-miles  in  1960  to  1,491  billion  in 
1970.  The  growth  in  traffic  is  shown  for  various  modes  in  Table  29. 


There  are  no  significant  economies  of  scale  for  motor  carriers  and  most 
major  rail  lines  appear  to  be  of  sufficient  rise  to  achieve  scale  economies 
under  current  conditioiu.  Thus  there  is  little  danger  diat  competition,  once 
established,  could  iK>t  remain  viable. 

Even  though  nuuiy  regulations  were  designed  for  the  benefit  railroads, 
the  fiiumcial  poution  of  these  carriers  is  particulariy  weak,  a  fact  that  be- 
csune  eqiecially  clear  in  1970  and  1971.  Though  there  is  no  single,  fully 
satisfactory  indicator  which  summarizes  the  financial  position  of  railroads, 
e^)ecially  in  comparison  with  other  modes  and  industries,  their  return  on 
investment  provides  some  information,  particularly  in  year-to-year  compari¬ 
sons.  The  return  on  stockholders’  equity  for  the  Nation’s  Glass  I  rail  carriers 
dropped  from  3.1  percent  in  1968  to  0.4  percent  in  1970  (T2d>le  28).  In 
cmnparison,  the  figure  for  all  manufacturing  firms  in  1970  was  9.3  percent, 
down  from  12.1  percent  in  1968.  Barge  carrien  approximately  matched 
the  performance  of  all  manufacturing  firms  while  motm-  carriers  had  some¬ 
what  lower  returns. 


Table  28. — Rttum  on  slockhoidtrs*  oquity  for  Ctmss  /  railronds.  Class  /  molor 
carriars,  Classas  A  and  B  inland  and  coastal  watar  earriars  and  all  manufaetnring 
corporations/  1967—70 
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As  suggested  above,  much  of  the  problem  in  the  siuface  freight  transporta* 
tion  system  can  be  traced  to  regulation  itself.  Selective  deregulation  offers 
opportunities  to  improve  the  efficiency  of  the  indiutry  and  increase  its  ability 
to  meet  growing  demand. 


Table  29. — Freight  ton-miles  shipped  by  type  of  carrier,  selected  years,  1960-70 


Typoof  earrior 

to 

Total  > 

RaU 

Truck 

Bargo 

Billions  of  ton-milos 

Numbwr  of  ton-miloo: 

im . 

1,084 

579 

285 

220 

1SS3 . 

1, 199 

629 

336 

234 

1IS7 . 

1,401 

731 

389 

281 

1970 . 

1,491 

773 

412 

308 

Pofcont 

Pofcootof*  distribution: 

1960 . 

100.0 

53.4 

213 

20.3 

1963 . . 

100.0 

52.5 

28.0 

19.5 

1967 . . 

100.0 

5t2 

27.8 

20.1 

1970 . 

100.0 

51.8 

27.6 

20.5 

>  Eickidn  pjpalinM.  which  carried  20  parcant  at  all  ton-milas  thippad,  and  air  carpo,  which  carried  a  miner  portion  of  all 
ton-milot  shipped. 


Nolo.— Detail  will  not  necessarily  add  to  totals  bocaese  of  roanding. 

Soarces:  Interstate  Commerce  Commission  and  Transportation  Association  of  America. 

REGULATORY  MODERNIZATION  ACT  OF  1971 

In  1971  the  Administration  proposed  a  relaxation  regulation  in  surface 
freight  transportation.  The  Transportation  R^ulatory  Modernization  Act 
of  1971  would  institute  a  series  of  regulatory  changes  leading  to  a  more 
competitive  market  and  a  stronger  surface  freight  transportatiem  industry. 

One  of  the  most  significant  features  the  Act  proposes  is  the  removal  of 
conditions  in  the  ICX3  operating  certificates  that  serve  to  reduce  efficiency 
or  restrict  competition.  It  would  permit  greater  freedom  for  carriers  to 
serve  points  intermediate  to  the  terminals  specified  in  the  certificates,  and 
permit  removal  <rf  route-of-travel  and  corrunodity  restrictions.  Procedures 
for  such  removal  are  to  be  established  by  the  ICC  within  6  months  following 
passage  of  the  Act.  Certificates  for  the  entry  of  carriers  into  the  industry 
(which  would  mainly  affect  motor  carriers)  could  not  be  denied,  as  at  pres¬ 
ent,  on  the  basis  of  the  impact  of  new  entry  cm  a  particular  carrier;  instead 
decisions  would  have  to  be  made  in  light  of  the  impact  on  the  total  quantity 
and  quality  of  service  provided  over  the  routes  in  question.  These  modified 
criteria  would  apply  only  to  existing  certificate  headers  during  the  first 
2  years  following  passage  of  the  Act  After  that  they  would  apply  to  all. 

The  propmsed  legislation  also  would  specify  a  “zone  of  reasonableness” 
within  which  surface  freight  carriers  would  be  able  to  price  their  services. 
Railroads,  truck  lines,  and  barge  lines  would  not  be  permitted  to  chaige 
pnices  below  the  variable  cost  erf  providing  service.  In  the  absence  of  ‘*inter- 
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modal”  competition,  a  maximum  price  limit  would  also  be  legislated,  equal 
to  150  percent  of  fully  allocated  costs.  For  the  first  year,  however,  no 
rate  change  in  excess  of  20  percent  woud  be  allowed.  In  the  seamd  year 
the  band  would  be  widened  to  40  percent ;  but  in  any  case  rate  changes  would 
be  required  to  fall  within  the  zone  determined  by  the  legislated  minimum  and 
maximum.  (The  Department  of  Transportation  has  recently  outlined  to  the 
Civil  Aeronauitics  Board  a  zone-crf-reasonableness  ap(Mt}ach  for  domestic 
airline  rates.  The  move  has  received  strong  support  from  several  air  carriers 
and  fit»n  the  Department  of  Justice.  Approval  of  such  a  zone,  if  wide  enough 
to  encourage  meaningful  price  experimentation,  would  help  materially  to 
meet  the  goals  for  improved  airline  regulation  set  forth  in  the  1971  Economic 
Report  of  the  President.) 

Under  specific  criteria  in  the  legislation,  railroads  would  be  permitted 
to  abandon  more  of  their  unprofitable  branch  lines  than  is  currently  allowed. 
Approximately  20  percent  of  the  country’s  railroad  track  miles  are  now 
deemed  to  be  used  too  infrequently  to  be  profitable.  Also  carriers  whose 
management  would  be  given  greater  freedom  in  setting  their  rates  and  in 
modifying  their  services  would  become  subject  to  legal  constraints  similar 
to  those  imposed  on  competing  firms  in  other  industries. 

FACTORS  AFFECTING  THE  TRANSITION 

The  continuing  expansion  in  freight  traffic  augurs  well  for  an  orderiy 
transition  to  a  more  efficient  system  following  passage  the  Act  in  sub¬ 
stantially  the  form  proposed.  Gradual  shifts  in  traffic  among  modes  can  be 
expected  in  accord  with  the  comparative  advantage  of  each.  Average  freight 
rates  in  trucking  would  be  expected  to  show  some  reduction,  but  this  would 
not  come  at  the  expense  of  the  typical  operator’s  profits  or  the  wages  of  labor. 
Instead,  it  could  flow  from  the  orderly  removal  of  inefficiencies  that  regula¬ 
tion  has  imposed  on  the  industry  in  the  past.  Moreover,  the  adjustments  that 
would  be  brought  about  by  the  proposed  legislation  would  occur  over  a  2- 
to  4-year  period  in  the  context  of  rising  demand  for  carriers’  services  and 
under  provisions  of  the  legislation  specifically  designed  to  ease  the  problem 
of  transition. 

While  relaxed  regulations  would  lead  to  greater  efficiencies  in  trucking 
without  requiring  major  new  investment  (partly  because  the  Nation’s  inter¬ 
state  highway  system  is  nearing  completion),  the  same  is  not  true  for  the 
railroads.  To  compensate  for  the  years  of  deferred  investment  in  new  plant 
and  equipment,  the  railroads  will  have  to  make  large  capital  outlays.  Once 
these  are  in  place,  railroads  should  be  able  to  fulfill  their  role  as  an  efficient 
and  profitable  component  of  our  freight  transportation  network  with  aver¬ 
age  freight  rates  lower  than  they  are  today. 

A  number  of  proposals  and  develofxnents  will  improve  the  situation  of 
the  railroads.  The  Transportation  Assistance  Act,  also  proposed  by  the 
Administration,  provides  new  incentives  for  increasing  railroad  rolling  stock 
through  Equipment  Trust  Certificates  and  the  modern  scheduling  and  con- 
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trol  of  rolling  stock.  An  increasing  earnings  potential  for  the  railroads  is 
also  possible  from  the  resumption  of  a  high  level  of  g^eral  economic  growth, 
the  additional  stimulus  to  rail  traffic  which  will  result  from  rates  ukhv 
closely  in  accord  with  costs,  and,  where  it  has  been  unprofitable,  the  removal 
of  passenger  traffic  deficits  from  the  private  railroads.  These  steps  will  make 
it  less  difficult  for  the  railroads  to  attract  private  csqiital. 

Passage  of  the  legislation  propKMed  by  the  Administratimi  would  be  a 
significant  step  toward  a  stronger  and  more  efficient  transportation  system. 
The  legislation  to  relax  regulation  is  expected  to  yield  annual  savings  to  the 
economy  of  roughly  $2  billion;  this  will  be  reflected  in  some  rate  reductions 
and  should  also  result  in  improved  earnings  in  financially  distressed  segments 
of  the  industry.  On  the  other  hand,  failure  to  move  forward  or  even  exces¬ 
sive  delay  could  mean  continued  unsatisfactory  performance  of  this  vital 
service  in  the  economy  and  may  lead  to  increasing  direct  involvement  by  the 
Federal  Government  accompanied  by  large  subsidies. 

RAIL  PASSENGER  SERVICE 

In  1971  direct  Federal  action  was  taken  on  rail  passenger  traffic.  Past 
regulation  often  required  railroads  to  continue  passenger  transportadon  serv¬ 
ices  over  a  long  p>erkxl  even  when  it  was  uneconomic  to  do  so.  This  resulted 
both  in  prolonged  losses  to  railroads  and  in  deterioradon  of  the  quality  of 
equipment  and  service. 

Passenger  traffic  from  a  number  of  railroads  was  transferred  to  an  auton- 
onoous,  quasi-govemmental  corporadon  known  as  “Amtrak.”  Several  acdons 
were  carried  out  by  this  corporadon  during  its  early  months  of  operadon. 
Some  unprcffitable  lines  were  discontinued;  a  significant  segment  of  activity 
was  concentrated  in  a  number  of  high-density  and  potentially  profitable 
travel  corridors;  and  new  investments  were  made.  However,  the  funds 
initially  appropriated  for  Amtrak  have  proved  to  be  inadequate  for  con¬ 
tinued  operation.  It  is  still  too  eariy  to  judge  the  success  of  this  initiative. 

HEALTH  AND  MEDICAL  CARE 

Improvement  in  the  health  of  the  population  has  always  been  a  concern 
of  Government.  This  concern  has  recently  been  intensified  by  sharp  increases 
in  the  demand  for  medical  services  and  by  rapidly  rising  costs  in  this 
sector. 

In  fiscal  1971  the  Nation’s  medical  expenditures  for  all  types  of  care  were 
$75  billion.  At  $358  per  person,  this  sum  represents  7.4  percent  of  the  gross 
national  product.  Five  years  ago  medical  expenditures  amounted  to  just 
under  6  percent  of  GNP,  or  $212  per  person.  In  part,  of  course,  this  dramatic 
increase  during  the  past  5  years  is  due  to  price  increases.  The  medical  com¬ 
ponent  of  the  consumer  price  index  has  risen  much  faster  than  the  oversdl 
index.  Even  after  adjusting  for  increases  in  the  medical  care  price  index, 
however,  real  resources  spent  on  medical  care  increased  faster  than  real 
GNP  and  grew  at  an  annual  rate  of  4.3  percent  per  capita  since  1966.  In  the 
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past  fiscal  year  the  growth  rate  of  expenditures  slowed  down  to  2.5  percent 
per  aq^ita  in  real  terms.  This  represented  less  of  a  slackening  than  occurred 
in  the  per  capita  GNP  in  real  terms. 

Although  improvement  in  the  health  the  population  was  cleaiiy  the 
ultimate  goal  of  these  expenditures,  it  is  adso  true  that  the  relation  between 
good  hesJth  and  medical  expenditures  is  less  than  direct  First,  our  medical 
dollars  may  not  always  be  used  effectively.  Ideally,  the  preferences  of  con¬ 
sumers  and  capabilities  of  suppliers  freely  interact  in  the  market  to  determine 
the  price  and  amount  of  the  conunodity  consumed;  and  this  interaction 
leads  to  the  use  of  resources  that  best  contributes  to  the  material  well-being 
of  people.  In  the  case  of  medical  care,  however,  distortions  in  this  process 
occur  because,  on  the  demand  side,  consumers  are  not  always  able  to  judge 
the  service,  and,  on  the  supply  side,  competition  is  often  limited  by  restric¬ 
tions  on  entry  into  medical  practice  and  hospital  services.  Although  these 
restrictions  may  have  been  intended  to  protect  consumers,  as  a  side  effect 
they  may  also  impede  the  efficient  utilization  of  resources.  In  addition,  the 
dominant  position  of  nonfMofit  organizations  in  the  market  providing  hos¬ 
pital  services  raises  other  questions  about  whether  incentives  to  minimize 
costs  are  as  great  in  medicine  as  in  other  parts  of  the  econcxny. 

Yet  even  great  improvements  in  the  market  for  medical  care  would  not 
solve  all  health  problems.  Another  important  problem  arises  because 
good  hesdth  is  related  to  many  factors  in  addition  to  medical  care.  Some 
of  these  factors  are  subject  to  an  individual’s  control:  diet,  exercise,  smok¬ 
ing,  and  consumption  of  alcohol.  Other  conditions,  such  as  the  amount  oi 
pcrilution  in  the  air  and  water,  depend  rather  on  the  actions  of  society  as  a 
whole.  In  addition,  there  are  more  elusive  influences,  like  the  tension  gen¬ 
erated  by  attitudes  toward  work  and  other  circumstances  of  modem  life.  The 
importance  of  life  styles  and  enviitmment  to  health  has  beccMne  much  more 
sq>parent  in  recent  years. 

To  start  to  answer  the  general  question  of  how  we  can  best  “produce” 
health,  we  must  find  a  way  of  measuring  changes  in  the  level  health.  What 
must  be  measured  is  the  actual  outpnit — health — not  simj^y  such  inputs  as 
amounts  of  medicine  consumed,  days  spent  in  hospitals,  or  the  hours  in  con¬ 
sultation  with  doctors.  While  no  comprehensive  measures  of  the  national 
health  have  been  developied,  and  each  existing  measure  has  its  limitations, 
such  indicators  as  mortality  rates  and  disability  days  have  been  widely  used 
to  trace  changes  over  time  and  to  compare  localities.  The  relationships  ob¬ 
served  between  these  measures  of  health  and  other  variables  have  revealed  a 
number  of  paradoxes. 

It  was  once  assumed  that  rising  incomes  would  lead  to  improved  health, 
but  this  assumption  is  now  open  to  question.  Once  an  area  or  country  reaches 
the  level  of  income  typical  of  the  most  economically  advanced  nations,  the 
correlation  between  income  and  health  is  less  clear  cut.  It  seems  quite  pos¬ 
sible  that  beyond  this  level  any  further  increases  in  income  may  call  into  play 
environmental  factors  unfavorable  to  health,  and  these  may  counterbalance 
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the  favorable  effects  of  better  medical  care  per  se.  For  example,  those  States 
with  the  highest  per  capita  income  do  not  necessarily  have  the  lowest 
noortality  rates.  Indeed,  there  appears  to  be  a  slight  positive  association  be¬ 
tween  income  and  mortality  rates,  except  for  infant  mortality,  even  though 
States  with  the  hipest  per  capita  income  also  tend  to  have  more  abundant 
medical  care  whether  measured  by  medical  expenditures  or  by  such  indica¬ 
tors  as  the  number  of  doctors  per  capita. 

A  comparison  of  the  United  States  with  other  developed  countries  pro¬ 
vides  another  illustration  the  difficulty  of  understanding  the  complex 
relations  between  medical  expenditures,  income,  and  health  (Table  30). 
Although  the  United  States  has  the  highest  per  capita  inccnne,  as  well 
as  the  highest  per  capita  medical  expenditures,  we  do  not  have  the  lowest 
mortality  rates.  Our  record  of  life  expectancy  at  age  10,  particularly  for 
males,  is  below  the  average  of  the  22  countries  belonging  to  the  Organization 
for  Economic  Cooperation  and  Development  (OECD) .  However,  our  infant 
mortality  rate  and  maternal  mortality  rate,  while  not  the  best,  are  better 
than  the  average.  Similarly,  the  five  OECD  countries  with  the  next  highest 
per  capita  income  (after  the  United  States)  do  not  consistendy  have  the 
best  mortality  records,  particularly  with  resp>ect  to  male  mortality. 

These  patterns  are  puzzling.  Does  the  activity  of  earning  higher  w£^es 
itself  produce  tensions  which  have  adverse  effects  on  health?  Or  do  hazards 
engendered  by  the  style  of  life  become  more  critical  with  higher  incomes? 
These  considerations  suggest  that  much  is  still  to  be  learned  about  the  ccxn- 
plex  “technology”  of  producing  health. 


Table  30. — Measures  of  life  expectancy  and  mortality  in  the  United  States  and 
other  countries  in  the  Organization  for  Economic  Cooperation  and  Development, 
various  years,  1960-69 


Country 

Life  expectancy  at  age  10, 
in  years,  1960-691 

Infant 

mortality 

rata, 

1969>* 

Maternal 

mortality 

rate, 

1968  >• 

Male 

Female 

OECD  countries* . 

•  60.9 

•66.0 

>23.2 

•  34.5 

United  States . 

S8.7 

65.7 

20.8 

24.5 

White . 

59.4 

66.4 

18.4 

16.6 

Negro  and  other  rxas . 

53.0 

60.2 

31.6 

63.6 

Five  countries  with  highest  per  capita  income 

after  United  States: 

Sweden . 

63.2 

67.5 

13.0 

8.8 

Canada . 

61.0 

67.1 

20.8 

27.2 

Switzerland . 

61.0 

66.0 

15.4 

27.6 

Denmark . 

62.4 

66.7 

14.8 

13.4 

France . 

59.7 

67.0 

16.4 

24.1 

>  LatMt  data  for  the  countries  vary  from  I960  to  1969. 

>  For  countries  without  data  for  the  aiven  year,  data  for  the  closest  year  were  substituted. 

•  Deaths  under  1  year  of  age  per  1,000  live  births;  excludes  stillbirths. 

<  Deaths  par  100,000  live  birtns. 

•  Unweighted  mean. 

'  Excludes  Luxembourg  and  Turkey. 

'  Excludes  Turkey. 

•  Excludes  Iceland,  Luxembourg,  Turkey,  and  Yugoslavia. 

Sources:  United  Nations  and  Department  of  Health,  Education,  and  Walfart. 
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Furthermore,  the  health  indexes  that  have  been  mentioned  here  cannot 
by  themselves  be  used  to  evaluate  the  effectiveness  of  medical  care.  When 
the  probability  of  becoming  ill  varies  among  States  and  countries  because 
environmental  factors,  life  styles,  and  even  genetic  characteristics  differ,  it 
can  be  misleading  to  base  conclusions  about  the  qiudity  of  medical  care 
on  simple  oxnparisons  between  medical  expenditures  and  measures  of 
general  health. 

Since  medical  care  is  likely  to  remain  a  majw  instrument  for  improving 
the  Nation’s  health,  and  since  it  is  a  focal  point  fw  public  policy,  there  is 
a  clear  need  for  developing  tests  fw  the  effectiveness  of  medical  care.  At 
present,  we  do  not  have  the  data  required  to  make  such  tests,  and  thus  we 
can  evaluate  only  imperfectly  the  efficacy  (rf  alternative  medical  care  pcdicies. 

TRENDS  IN  HEALTH  INDICATORS  IN  THE  UNITED  STATES 

Within  the  United  States,  trends  in  many  of  the  health  indicators  have 
shown  continuing  improvement  during  the  past  20  years.  Infant  mortality 
rates,  which  had  declined  very  slowly — 15  percent  from  1950  to  1965 — 
dropped  20  percent  from  1965  to  1970.  The  number  of  restricted  activity 
days,  which  is  one  measure  of  morbidity,  has  declined  from  an  annual  16.2 
days  per  pierson  in  1960  to  14.8  days  in  1968.  Mortality  rates  for  females  over 
54  years  age  have  declined  since  1960.  On  the  other  hand,  mortality  rates 
for  both  male  and  female  adults  in  the  25-  to  54-year-age  range  and  fcH- 
males  over  54  years  of  age  have  changed  tittle.  The  lack  of  improvement  in 
the  mortality  record  of  this  latter  group,  despite  the  large  increase  in  medical 
expenditures,  is  particularly  puzzling. 

One  problem  that  the  health  indicators  pioint  up  sharply  is  the  difference 
in  the  health  of  different  s^ments  of  the  population,  particularly  the  differ¬ 
ences  observed  between  the  white  and  Negro  populations  in  the  United 
States.  Although  Negro  mortality  rates  have  declined  considerably  over  the 
past  two  decades,  they  still  remain  much  above  the  rates  for  the  white  px^m- 
ladon.  Life  expectancy  for  Negro  males  and  females  was  about  7.4  years  less 
than  for  white  males  and  females  in  1968.  Despite  a  decline  of  22  percent  in 
infant  mcHtality  from  1965  to  1970,  the  N^ro  rate  at  31.4  per  1,000  live 
births  in  1970  is  still  80  percent  h^er  than  the  white  rate. 

FINANCING  MEDICAL  CARE 

The  foregoing  discussion  suggests  that  public  policy  for  improving  health 
should  focus  on  a  comp^x  approach,  with  provision  of  medical  care  as  only 
one  of  many  facets.  We  must  therefore  decide  how  to  allocate  our  health 
dollars  among  the  different  routes  to  better  health;  medical  care,  medical 
research,  and  such  p>rograms  as  those  to  pxirify  the  air  or  improve  nutrition. 
Even  when  the  ap^ropniate  role  medical  care  has  been  delineated,  how¬ 
ever,  one  is  left  with  other  problems,  such  as  how  the  care  is  delivered  and 
financed. 

One  impxirtant  influence  on  piolicy  has  been  the  growing  consensus  that 
access  to  medical  care  should  not  depend  exclusively  on  an  individual’s  level 
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of  income.  As  a  result,  public  financing  of  medical  services  has  become  an 
increasingly  large  part  of  total  outlays  in  these  services,  growing  from  26 
percent  in  fiscal  1966  to  37.9  percent  in  fiscal  1971.  The  Federal  component 
has  grown  even  faster,  from  13  percent  in  1966,  before  Medicare  was 
really  underway,  to  25  percent  in  1971.  Shifts  have  also  taken  place  within 
the  private  sector.  Whereas  direct  payments  by  users  once  accounted  for 
the  bulk  of  all  private  spending  for  medical  care  (86  percent  in  1950),  by 
fiscal  1971  only  58  percent  came  frcwn  this  source.  Private  health  insurance 
or  payments  by  a  third  party  have  now  replaced  much  of  these  user 
payments. 

The  element  of  risk  complicates  the  financing  of  health  because  an  indi¬ 
vidual’s  need  for  medical  care  is  much  more  variable  than  is  his  need  for 
other  goods  and  services.  Insurance  against  high-cost  illness  has  been  the 
answer  for  most  p)eople.  Hospital  expenses  for  some  80  percent  of  the  civilian 
p)opulaticni  (almost  84  p>ercent  of  the  population  under  65  years  of  age)  are 
covered  by  private  health  insurance.  The  proportion  with  coverage  for  sur¬ 
gical  exponses  is  78  porcent.  A  substantial  p>art,  more  than  70  porcent,  of  the 
hospital  exponses  borne  by  the  private  sector  are  covered  by  health  insurance. 

Easy  access  to  lower-cost  group  health  insurance  often  deponds  on  employ¬ 
ment.  It  is  therefore  not  surprising  that  many  of  the  poor,  espocially  those 
not  in  the  labor  force,  do  not  have  adequate  private  cover^e.  Medicare 
gives  protection  to  most  of  the  elderly.  Medicaid  poovides  additional  protec¬ 
tion  for  roughly  18  million  of  the  aged,  the  blind,  the  disabled,  and  low- 
income  families  with  children,  but  this  purotection  is  very  uneven  among  the 
States.  Moreover,  many  of  those  who  are  not  so  pxx>r  and  who  have  some 
protection  nevertheless  lack  sufficiently  comprehensive  benefits. 

This  uneven  coverage,  combined  with  the  soaring  costs  of  the  past  few 
years,  has  led  to  considerable  discussion  about  new  methods  of  financing 
medical  care.  The  criteria  most  frequently  mentioned  are  not  necessarily 
compatible.  First,  many  pjeople  believe  that  access  to  medical  care  should 
not  be  limited  by  a  person’s  financial  resources.  At  the  same  time,  financing 
schemes  should  provide  a  mechanism  for  controlling  costs  and  encouraging 
efficient  resource  use.  But  the  more  medical  care  is  divorced  frcrni  current 
ability  to  pay,  the  greater  the  rede  of  payments  by  a  third  party;  and  when 
third  party  payments  increase,  incentives  for  patients  and  doctors  to  econo¬ 
mize  tend  to  diminish.  Medical  services  use  scarce  resources;  if  they  are  to  be 
efficiently  allocated,  benefits  must  be  compared  with  costs.  Experience  with 
Medicaid  and  Medicare  and  the  growth  of  other  third  party  insurance  have 
shown  that  all  too  often  the  most  expensive  treatment  is  undertaken  without 
giving  sufficient  consideration  to  what  the  treatment  would  cost  and  what 
it  would  contribute  to  the  cure  of  the  illness  compared  to  the  costs  and  bene¬ 
fits  of  other  treatments. 

The  development  of  health  maintenance  organizations  (HMO’s)  has 
recently  received  attention  as  a  px>ssible  solution.  These  organizations  provide 
all-inclusive  medical  services  for  a  fixed  payment  set  in  advance.  Since  an 
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organtnuioci  %irhkh  recetvo  a  fixed  nim  hai  some  incentive  to  budget  its 
reeouroes  wisely  to  meet  the  needs  of  its  clients,  this  system  offers  the  promise 
of  encouraging  a  control  of  costs  along  with  an  efficient  use  of  resources.  For 
example,  it  would  be  in  the  interest  of  the  organizations  to  pay  stricter  atten¬ 
tion  to  the  benefits  and  costs  of  increasing  well-patient  care  and  diagnostic 
services  to  prevent  future  illnesses  or  to  guard  against  overuse  ol  facilities. 
This  leads,  however,  to  another  concern.  Is  it  possible  to  ensure  that  HMCFs 
give  high  quality  service?  If  there  were  sufficient  competition  between  them, 
and  if  enough  choice  were  provided  among  various  fomu  of  health  insurance 
plans,  both  the  cost  discipline  and  the  quality  of  service  could  be  safeguarded. 

NATIONAL  HEALTH  INSURANCE  PROPOSALS 

In  his  health  message  of  February  18, 1971,  the  President  outlined  a  com¬ 
prehensive  program  for  improving  the  Nation's  health  and  specifically  taking 
steps  to  resolve  many  of  the  problems  mentioned  above.  The  problem  of 
making  adequate  medical  care  more  widely  accessible  is  covered  through 
two  plans  in  the  proposed  National  Health  Iiuurance  Act  First  b  die 
National  Health  Insurance  Standards  Act  which  would  require  that  em¬ 
ployers  offer  a  basic  health  benefit  package  to  employees  and  their  families; 
uiKler  tfab  plan  over  two-thirds  of  the  cost  would  be  contributed  by  the 
employer,  with  the  remainder  coming  from  the  employee. 

The  second  plan  proposed,  the  Family  Health  Insurance  Plan,  b  intended 
to  meet  the  needs  of  low-income  families  headed  by  an  adult  who  b  not 
usually  employed  and  who  would  therefore  not  be  eligible  for  coverage  under 
the  National  Health  Insursunce  Standards  Act.  In  contrast  to  the  Standards 
Act,  which  would  be  privsUely  financed,  the  Family  Plan  would  be  Merally 
financed:  The  Government  would  pay  100  percent  of  the  costs  for  families 
in  the  lowest  income  bracket  (up  to  $3,000  annually  for  a  family  of  four), 
and  other  families’  premiums  would  be  scaled  to  their  incomes  up  to  the 
eligibility  limits  for  the  program. 

Both  plans  incorporate  some  features  designed  to  improve  efficiency  in 
delivering  health  care  and  to  encourage  cost  restraints.  Requiring  that  insured 
persons  pay  part  of  the  costs  of  the  benefits  they  receive,  by  means  of  deduct¬ 
ibles  and  payment-sharing  provbions,  would  encourage  more  prudence  in 
the  use  of  services  and  discourage  waste.  With  insurance  expanded  to  cover 
visits  to  physiciaiu’  offices  as  well  as  hospital  care,  resources  may  be  better 
allocated  between  the  two  kinds  of  service.  As  further  protection  for  the 
public,  the  Administration  has  urged  measures  to  regulate  the  private 
insurers.  Consumers  would  be  protected  aigainst  insurer  insolvency.  In  addi¬ 
tion,  annual  audits  would  be  required,  and  rates  would  be  disapproved  if  they 
were  found  to  be  unreasonable.  Another  provision  would  require  a  State’s 
approval  of  new  capital  investments.  It  b  hoped  that  in  thb  way  unnecessary 
duplication  of  very  advanced  hospital  equipment  can  be  avoided.  Other 
provbions  are  designed  to  assist  the  consumer  by  requiring  that  both  insurers 
and  medical  care  providers  disclose  certain  kinds  of  information. 
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One  important  effect  of  the  two  plans  would  be  the  impetus  they  would 
offer  to  the  formation  of  HMO’s.  Both  the  National  Health  Insurance 
Standards  Act  and  the  Family  Headth  Insurance  Plan  require  that  the  option 
to  join  an  HMO  be  provided  au  an  adtemative  to  headth  insurauice.  At  present 
mamy  States  have  legad  baurien  that  prohibit  the  formation  of  HMO’s. 
Federal  legislation  would  preempt  these  bauniers  auid  adlow  HMO’s  to  ctnn- 
pete  with  traditionad  fee-for-service  medicad  caue.  The  rapid  formation  of 
these  groups  would  be  further  encouraiged  by  propmsed  Federad  gramts  amd 
loans.  As  this  relatively  new  form  of  headth  care  orgamization  grows,  it  is  pos¬ 
sible  that  the  competition  thereby  introduced  will  encouraige  experimentation 
with  as  yet  undiscovered  modes  of  delivery  of  health  caue. 

Other  pauts  of  the  Administration’s  proposads  for  am  overall  health  strategy 
include  pollution  control,  sadety  prograuns  to  reduce  highway  auxidents  amd 
product  hazauds,  and  prograuns  to  improve  nutrition  through  finamciad  add 
to  the  poor  amd  better  information  for  adl.  In  auldidon,  inspection  and  re- 
seaurch  efforts  to  control  harmful  food  amd  drugs  will  be  intensified.  Research 
agadnst  sickle  cell  amemia  hats  been  intensified,  and  the  President  hau  signed 
the  Nationad  Gamcer  Act  of  1971  which  provides  for  strengthened  efforts  in 
camcer  reseauch. 

The  Administration  hass  adso  maule  a  major  commitment  to  solving  our 
headth  mampower  problems.  The  Comprehensive  Headtli  Mampower  Tradn- 
ing  Act  of  1971  amd  the  Nurse  Tradrdng  Act  of  1971  auithorize  institutionad 
gramts  on  a  per  student  bauis — a  sizable  incentive  to  medicad  amd  other  headth 
profession  schools  to  tradn  aulditionad  headth  perscxmel.  Problems  will,  how¬ 
ever,  remadn.  For  example,  even  with  more  amd  more  pshyskiams  the  problems 
of  ausuring  am  effective  distribution  of  quadified  doctors  by  geographicad  areau 
amd  speciadties  must  still  be  scdved.  The  1971  Act  provides  incentives  for 
physiciams  to  practice  in  locadities  having  a  shortaige  of  doctors  as  well  as 
incentives  for  them  to  devote  their  time  to  primaury  caue  (pauticulaurly  faunily 
medicine) ,  a  speciadty  v^ch  lus  been  neglected  in  recent  yeaurs. 
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CHAPTER  5 

The  United  States  and  the  World  Economy 

For  the  international  economy,  1971  was  a  year  of 

transition  between  two  eras. 

The  monetary  arrangements  under  which  the  free  world  operated  after 
World  War  II  had  become  subject,  esfiecially  from  1965  onward,  to 
increasing  strains  and  frequent  crises.  In  1971  the  system  reached  a  critical 
turning  point  when  the  pressures  of  disequilibrium  converged  on  its  key 
element — the  United  States  dollaur.  The  suspension  of  the  dollar’s  con¬ 
vertibility  into  gold  and  other  reserve  assets  on  August  15,  1971,  marked 
the  end  of  the  old  order  and  initiated  the  reforms  required  to  correct 
the  basic  disequilibrium  from  which  it  suffered. 

Exchange  Rate  Realignment 

One  major  change  that  has  already  taken  place  is  a  significant  multilateral 
realignment  of  exchange  rates.  This  was  achieved  through  a  combination 
of  market  forces  (floating  rates)  and  negotiation;  the  process  culminated 
in  the  Smithsonian  Agreement  of  December  18.  The  United  States  ag^reed 
that  a  suitable  means  for  devaluing  the  dollar  in  terms  of  gold  to  $38.00 
pier  ounce  will  be  propiosed  to  Congress  as  soon  as  a  related  set  of  short¬ 
term  trade  expansion  measures  is  available  for  congressional  scrutiny.  Upion 
piassage  of  the  required  legislative  authority,  the  United  States  will  pro- 
piose  the  correspionding  new  par  value  of  the  dollar  to  the  International 
Monetary  Fund  (IMF).  Other  countries,  notably  Japan,  Switzerland,  and 
West  Germany,  agreed  to  revalue  their  currencies  in  terms  of  gold,  while 
France  and  the  United  Kingdom  agreed  to  hold  to  their  previous  par  values. 

The  set  of  exchange  -rates  negotiated  in  the  Smithsonian  Agreement  is 
designed  to  help  correct  the  relative  overvaluation  of  the  U.S.  dollar.  At 
the  same  time  the  new  structure  embodies  exchange  rates  among  all  major 
currencies  which  should  reduce  payments  imbalances  between  each  of  the 
major  countries  and  all  the  others. 

The  revaluation  of  each  of  the  major  exchange  rates  against  the  dollar 
relative  to  the  parities  which  prevailed  on  January  1,  1971,  is  shown  in 
Table  31. 

Wider  Bands 

The  Smithsonian  ’Agreement  also  embodied  a  second  important  change. 
Under  the  IMF  Articles  of  Agreement,  each  member  was  required  to 


142 


Table  SI. — Chmngts  in  txehangt  raUt  of  major  cnrrtncUi  against  tka  dollar, 
January  1, 1971  to  Dacambar  31, 1971 


*  ‘Xaami  vthn”  tl  curraney  rtitliv*  to  tonMry  I  detar  parity  rata. 

*Caaada  kat  aanaaacad  that  it  wiN  caatiaaa  to  aNow  tka  Caaadiaa  doiar  to  tMt  Tka  vatoa  at  tka  Caaadiaa  dalar 
aa  Dtciaikaf  31, 1171  (D.Tt  U.S.  cants)  was  7  J  parcaat  frastor  than  tka  pra-May  1970  par  vatoa  (92.5  U5.  cants). 

Saaicai:  TraaMty  Dapartmant  and  Intomattoaal  Manatary  Fand. 

maintain  the  exchange  value  of  its  currency  against  gold  or  the  U.S.  dollar 
within  a  band  or  range  no  wider  than  1.00  percent  on  each  side  of  its 
parity  value.  It  was  agreed,  pending  longer-term  monetary  reforms,  that 
this  band  could  Jbe  widened  to  2.25  percent  on  each  side  by  countries 
choosing  to  do  so. 

Trade  Barriers  and  Mutual  Security  Costs 

CXitside  the  monetary  sphere,  the  United  States  received  commitments 
from  its  principal  trading  partners  and  allies  to  negotiate  on  measures 
designed  to  improve  the  access  of  U.S.  exports  to  foreign  markets  and 
to  increase  their  mutual  security  expenditures. 

A  New  Monetary  System 

Beyond  the  immediate  changes  discussed  or  settled  in  1971  the  world 
faces  the  more  extended  task  of  designing  a  new  order  for  international 
monetary  exchange  and  c<x>peration.  Althou^  the  dimensions  of  this  new 
order  have  not  yet  been  defined,  it  is  clear  that  they  will  embody  funda¬ 
mental  changes  from  the  order  under  which  the  free  world  operated  in  the 
quarter  century  between  1945  and  1970.  In  particular,  both  the  role  of 
the  United  States  within  the  international  system  as  a  toHhole  and  the  role 
of  the  U.S.  dollar  within  the  monetary  sector  of  the  international  system 
will  have  to  be  redefined  in  ways  consonant  with  future  realities  rather 
than  with  those  prevailing  in  the  past. 

The  sequence  of  events  that  led  to  the  suspension  of  dollar  convertibility 
on  August  15  is  rooted  in  arrangements  develop)ed  25  years  ago.  Similarly 
the  events  begim  on  August  15,  1971,  will  have  consequences  that  reach 
far  into  the  future. 

THE  RECOGNITION  OF  DISEQUILIBRIUM 

The  decisicMi  by  the  United  States  to  close  the  gold  window  and  to  im¬ 
pose  a  temporary  10-percent  surchai^  on  imports,  on  August  15,  divides 
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1971  into  two  parts.  Any  analysis  of  the  year  must  key  itself  to  this  division. 

During  the  first  half  of  1971  the  exchange  markets  became  progressively 
unsettled,  and  there  was  a  massive  flow  of  dollars  which  finally  precipitated 
the  August  decisions.  What  caused  so  many  more  individuals,  firms,  and 
governments  to  become  convinced  so  quickly  that  the  value  of  the  U.S. 
dollar  was  going  to  fall  relative  to  the  other  major  currencies?  Why  did  thb 
conviction  develop  after  the  apparently  tranquil  year  which  international 
finance  experienced  in  1970? 

The  swing  of  opinion  was  not  triggered  by  any  single  event:  Rather,  it 
was  built  up  through  the  cumulation  of  successive  and  mutually  reinforcing 
layers  of  evidence  and  analysis.  At  least  three  tributaries  of  opinion  about 
the  position  of  the  dollar  converged  in  1971.  Together  they  contributed  to 
speculation  against  the  dollar  on  a  massive  scale. 

1 .  One  view  was  that  the  external  monetary  position  of  the  United  States 
had  been  in  fundamental  disequilibrium  throughout  the  1960’s.  A  funda¬ 
mental,  or  long-run,  disequilibrium  exists  when  the  mpply  of  a  national 
currency  to  foreigners  through  the  net  balance  of  a  nation’s  payments  and 
receipts  consistently  exceeds  the  potential  foreign  demand  for  it.  With  the 
exchange  rates  and  trading  conditions  that  prevailed  in  the  1960’s  the  United 
States  was  unable  to  finance  its  entire  set  of  external  policy  commitments — 
on  mutual  security,  on  trade,  on  development  aid,  on  capital  mobility — 
except  through  the  steady  issuance  of  liquid  dollar  obligations.  Balance  could 
have  been  restored  by  a  shift  in  relative  exchange  rates.  However  there  was 
considerable  inertia  in  the  system’s  mechanism  for  exchange  rate  adjust¬ 
ments,  especially  with  respect  to  the  dollar.  The  rules  and  practices  of  the 
system  put  almost  no  pressure  on  siuplus  nations  to  revalue.  At  the  same 
time,  given  the  dollar’s  role  as  the  major  reserve  currency,  there  were  strong 
inhibitions  against  a  U.S.  devaluation.  Furthermore,  until  the  establishment 
of  Special  Drawing  Rights  (SDR),  which  were  first  issued  in  1970,  there 
was  no  adequate  source  of  growth  in  world  reserves  other  than  U.S.  deficits. 
Such  a  situation  p>ermitted  the  U.S.  liquidity  deficits  not  only  to  continue 
but  to  grow. 

Since  this  process  was  not  regarded  as  siistainable,  the  conclusion  of  the 
argument  was  that  the  disequilibrium  would  have  to  be  recognized  explicitly 
and  corrected  sooner  or  later  by  a  fall  in  the  external  exchange  value  of 
the  dollar. 

2.  A  second  basis  for  concluding  that  the  U.S.  dollar  was  overvalued  in 
1971  was  the  belief  that  the  poor  wage-price-productivity  performance  of 
the  U.S.  economy  between  1965  and  1%9  relative  to  that  of  its  trading 
partners  had  significantly  lowered  the  ccmipetitiveness  of  U.S.  goods  both  in 
home  markets  and  abroad.  According  to  this  view,  the  persistent  and  some¬ 
times  large  trade  surpluses  of  the  pre-1968  period  could  be  expected  to 
disappear,  and  the  already  laige  U.S.  payments  deficits  would  get  larger. 
Such  developments  would  lead  inevitably  to  a  correction  via  a  relative 
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devaluation  oi  the  dollar.  These  beliefs  were  reinforced  by  the  c(»nparatively 
poor  trade  performance  of  the  United  States  in  1970  and  1971. 

In  1970  the  United  States  was  in  a  mild  recesacm,  vdiereas  the  econ< 
omies  of  most  its  major  trading  partners  were  operating  close  to  capacity. 
Since  the  normal  effect  of  a  recession  is  to  reduce  imports  and  the 
normal  effect  of  a  Ixxnn  is  to  increase  imports,  the  situation  in  1970 
should  have  brought  with  it  a  large  increase  in  net  exports  from  the  United 
States  to  the  rest  of  the  world.  Net  exports  of  goods  did  increase — from  $0.7 
billion  in  1969  to  $2.1  billion  in  1970 — but  this  increase  was  too  small  to  be 
reassuring,  especially  when  compared  with  the  average  trade  surpluses  of 
$2.8  billion  from  1965  to  1%9  and  $5.4  billion  during  the  1960-64  period. 
On  the  contrary,  the  $2.1  billion  trade  surplus  achieved  in  1970  was  r^;arded 
as  an  indication  of  relative  weakness,  a  sign  that  the  trade  surplus  of  the 
United  States  would  inevitably  turn  to  a  trade  dehdt  as  soon  as  the  U.S. 
economy  began  to  recover  from  its  temporary  1970  recession.  This  is  exactly 
what  happened  in  1971. 

3.  Finally,  there  was  the  belief  that  developments  in  the  conduct  of 
monetary  policy  here  and  abroad  (and  hence  in  relative  short-term  interest 
rates)  would  induce  large  outflows  of  short-term  capital  frc»n  the  United 
States  to  Europe. 

In  the  United  States  the  recession  of  1970  brought  with  it  a  fall  in  interest 
rates.  As  monetary  policy  was  eased  in  order  to  help  the  recovery  phase 
the  economic  cycle,  interest  rates,  especially  money-market  rates,  fell  even 
further.  For  example,  the  rate  on  3-month  Treasury  bills,  which  had  peaked 
at  7.9  percent  in  January  1970,  and  was  6.7  percent  in  June,  declined  to 
3.3  percent  in  March  1971. 

In  Europe,  where  the  economic  cycle  lagged  that  in  the  United  States 
by  about  a  year,  there  was  a  much  smaller  decline  in  money  rates.  In  the 
United  Kingdom,  for  example,  the  rate  on  3-month  Treasury  bills,  which 
was  6.9  percent  in  June  1970,  was  still  6.7  percent  in  March  1971.  The 
3-month  interbank  loan  rate  in  Germany  declined  somewhat  more,  from 
9.6  percent  in  June  1970  to  7.6  percent  in  March.  The  improvement  in 
the  liquidity  of  the  U.S.  banking  system  in  1970  had  already  induced  a 
substantial  return  flow  of  short-term  capital  from  the  United  States  to  Europe 
as  U.S.  banks  repaid  their  borrowings  from  their  branches  abroad.  The 
trend  continued  in  the  Hrst  quarter  of  1971.  The  United  State:  had  been  in 
heavy  dehcit  in  1970  (on  an  official  reserve  transactions  basis  the  deficit  was 
nearly  $10  billion) ;  with  the  additional  short-term  flows  the  deficit  in  1971 
was  expected  to  be  intolerably  high. 

When  adverse  developments  in  trade  and  money  flows  actually  did  appear, 
all  of  the  different  reasons  for  believing  that  the  external  value  of  the  U.S. 
dollar  mi^t  change  converged.  Actions  based  on  these  exchange-rate  antici¬ 
pations  led  to  two  massive  flows  of  dollars :  One  was  a  substantial  net  outflow 
of  liquid  funds  from  U.S.  residents  to  residents  of  other  countries;  the  other 
was  a  large  conversicm  into  other  currencies  of  dollar  funds  held  by  banks 
and  businesses  abroad. 
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The  size  of  the  sales  of  dollars  to  foreign  central  banks  was  reflected  in 
the  size  of  the  U.S.  deficit  measured  on  an  official  reserve  transactions  basis. 
The  deficit  for  the  first  quarter  of  1971  was  $4.7  billion  (quarterly  rate, 
not  seasonally  adjusted).  Excluding  the  receipt  in  that  quarter  of  Special 
Drawing  Ri^ts  in  the  amount  of  $717  million,  the  deficit  for  the  first 
quarter  alone  was  $5.4  billion — a  larger  amount  than  in  any  full  year 
except  1970.  The  quarterly  deficit  increased  to  $6.5  billion  in  the  second 
quarter  and  to  $12.7  billion  in  the  third.  By  the  end  of  September,  the  total 
deficit  for  the  preceding  9  months  reached  $24.6  billion,  which  is  equivalent 
to  $31.9  billion  at  a  seasonally  adjusted  annual  rate  (excluding  the  SDR 
allocation). 

REACTIONS  TO  THE  U.S.  DEFICIT 

The  effect  of  the  massive  outflow  of  dollars  on  the  official  reserve  p>osi- 
tions  of  the  major  industrial  nations — known  as  the  Group  of  Ten — is  shown 
in  Table  32.* 

Table  32. — Official  reserves,  by  country,  1968-71  ‘ 

IBillions  of  dollors;  tnd  of  period) 


Country 

D 

m 

1970 

1971 

March 

Juna 

Saptei&Lfr 

Novambar 

United  States . 

SIh 

17.0 

14.5 

14.3 

13.5 

12.1 

12.1 

United  Kinfdom . 

2.4 

iS 

2.0 

3.3 

3.0 

5.0 

5.0 

M|ium . 

2.2 

2.4 

2.0 

3.1 

3.2 

3.4 

3.3 

Franca . 

4.2 

3.0 

5.0 

5.5 

5.7 

7.3 

7.5 

Italy . 

5l3 

5.0 

5.4 

0.0 

0.1 

8.7 

0.4 

Nathorlandt . 

2.5 

^5 

3.2 

3.5 

3.5 

3.0 

3.0 

Wast  Gormany . 

9.9 

7.1 

13.0 

15.8 

10.7 

17.0 

17.4 

Canada . 

3.0 

3.1 

4.7 

4.0 

4.9 

5.0 

5.3 

Japan . 

2.9 

3.7 

4.0 

5.9 

7.8 

13.4 

14.8 

Swadan . 

.1 

.7 

.8 

.9 

1.0 

1.0 

1.0 

Swttaarland . 

4.3 

4.4 

5.1 

4.0 

5.1 

0.5 

0.5 

■  Indudts  S3.4  billion  SOR  allocated  on  January  1, 1970  and  $2.9  billion  allocatad  on  January  1, 1971.  The  U.S.  share 
in  these  allocations  was  $K7  million  and  $717  million  raspactively. 

Source:  International  Monetary  Fund. 


The  recent  large  increases  in  these  reserve  positions  began  in  1970  but  were 
not  viewed  as  a  problem  in  that  year.  Many  European  central  banks,  and 
notably  West  Germany’s,  had  lost  reserves  during  the  previous  year  when  the 
flow  of  short-term  funds  was  away  from  Europe  and  into  the  United  States. 
They  and  the  Bank  of  Japan  (whose  reserves  had  previously  been  low  relative 
to  its  volume  of  trade)  were  not  unhappy  to  see  their  reserve  positions  in¬ 
crease.  The  continuing  inflow  of  dollars  into  Europe,  however,  became  a 
serious  problem  when  the  U.S.  deficit  widened  in  early  1971. 


•The  Group  of  Ten — or  G-10,  as  it  is  called — originated  in  1962  when  these  10 
members  of  the  IMF  agreed,  through  the  General  Arrangements  to  Borrow,  to  lend 
the  IMF  specified  amounts  of  their  currencies  if  a  need  should  arise.  Switzerland, 
which  is  not  a  member  of  the  IMF,  participates  in  the  Group  of  Ten  as  an  observer. 
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The  U.S.  monetary  authorities  took  various  actions  designed  to  reduce  or 
intercept  the  flow  o(  short-term  capital.  The  Export-Import  Bank  and  the 
Treasury  issued  $3  billion  of  securities  to  foreign  branches  of  U.S.  banks, 
and  thus  intercepted  funds  that  might  have  otherwise  landed  in  foreign  cen¬ 
tral  banks.  Steps  were  also  taken  in  Europe  to  discourage  the  dollar  inflow. 

During  1970  West  Germany  had  been  the  major  recipient  of  the  dolku' 
outflow.  This  came  about  not  only  because  of  the  general  strength  of  the 
German  economy  and  its  large  trade  surplus  but  also  because  of  the  severely 
restrictive  credit  policy  that  West  Germany  was  following,  which  kept 
effective  interest  rates  in  that  country  well  above  international  levels. 

As  early  as  February  1971,  the  West  German  authorities  tried  to  discourage 
further  short-term  inflows  by  eliminating  the  main  factor  which  was  attract¬ 
ing  these  inflows — the  higher  effective  dollar-equivalent  short-term  interest 
rate  available  in  West  Germany.  Because  West  Germany’s  domestic  situation 
required  a  pdicy  of  tight  credit  and  high  interest  rates,  the  authorities  were 
not  prepared  to  lower  domestic  interest  rates  to  prevailing  international 
levels.  They  tried  therefore  to  achieve  their  objective  by  driving  down  the 
forward  value  of  the  mark  by  selling  marks,  for  forward  delivery,  against  the 
dollar.  The  operation  proved  to  be  unsustainable  and  was  abandoned.  The 
basic  dilemma  remained:  How,  in  the  face  of  large  potential  dollar  inflows, 
could  authorities  simultaneously  ( 1 )  continue  the  policy  of  credit  restraint, 
(2)  avoid  exchange  controls,  and  (3)  maintain  the  parity  of  the  mark? 

In  early  May  reports  by  leading  German  institutes  of  economic  research 
highlighted  the  dilemma  and  reoxnmended  that  the  best  solution  was  either 
for  the  mark  to  be  revalued  to  a  new  parity,  or  for  the  market  value  of  the 
mark  to  be  freed  from  its  parity  value  and  allowed  to  float  upward. 

This  recommendation  was  greeted  with  sympathy  by  some  senior  mem¬ 
bers  of  the  German  government,  and  the  market  became  more  convinced 
than  before  that  the  mark  was  about  to  appreciate  relative  to  the  dollar. 
Speculative  funds,  poised  as  they  were  for  acticxi,  flooded  into  the  German 
Central  Bank  at  unprecedented  rates  in  the  early  days  of  May.  On  May  5 
the  rate  of  inflow  rose  to  $1  billion  in  the  first  40  minutes  of  trading.  The 
Central  Bank  stopped  buying  and  let  the  dollar  value  of  the  mark  rise  under 
market  pressure. 

Other  nations  had  to  face  the  prospect  that,  as  pressures  on  Germany 
eased  with  the  rise  in  the  mark-dollar  rate,  some  of  these  spieculative  pres¬ 
sures  would  converge  on  their  currencies.  The  “strong  currencies”  that  were 
particularly  vulnerable  were  the  Dutch  guilder,  the  Swiss  franc,  the  Austrian 
schilling,  and  the  Belgian  franc. 

The  Netherlands  p>ermitted  the  guilder  to  float.  Belgium,  which  had 
two  exchange  rates — one  official  and  one  “financial” — permitted  the  latter 
to  appreciate.  Switzerland  and  Austria  responded  in  more  orthodox  fashion. 
During  the  weekend  after  May  5  they  raised  their  (larities  by  7.07  and  5.05 
percent  respectively. 


The  subsequent  rise  that  took  place  in  the  dollar  value  of  the  floating 
maiir  and  guilder  reinforced  convictions  that  the  U.S.  dollar  was  funda¬ 
mentally  weak,  not  just  against  one  or  two  currencies,  but  against  virtually 
all  the  major  trading  currencies. 

During  the  second  quarter  of  1971  the  U.S.  performance  on  trade  and 
payments  deteriorated  further.  With  increasing  evidence  of  this  deteriora¬ 
tion  appearing  in  current  reports,  confidence  in  the  sustainability  of  the 
dollar’s  exchange  value  fell  further. 

Demand  by  foreign  central  banks  on  the  U.S.  Treasury  to  convert  a 
portion  of  the  dollars  they  were  absorbing  was  restrained  by  the  knowledge 
that  such  a  move  would  be  self-defeating  if  everybody  tried  it  at  the  same 
time.  The  stock  of  reserve  assets  held  by  the  United  States  (around  $14.5 
billion)  was  far  smaller  than  the  stock  of  dollars  held  abroad.  Nonetheless, 
there  were  substantial  reductions  in  U.S.  reserve  assets.  From  the  beginning 
of  1971  to  mid- August  the  U.S.  Treasury  paid  out  over  $3  billion  in  reserve 
assets — about  40  percent  of  this  in  early  August.  This  depletion  took  place  in 
spite  of  heavy  temporary  drawings  of  foreign  currencies  by  the  Federal 
Reserve  (under  its  swap  lines  of  credit  with  other  central  banks),  which  it 
used  to  absorb  scmie  dollars  that  central  banks  might  otherwise  have  pre¬ 
sented  at  the  U.S.  Treasury  for  conversion  into  gold  or  other  reserve  assets. 

By  August  the  private  and  public  pressures  to  convert  the  dollar  into 
other  assets — foreign  currencies  and  ultimately  reserve  assets  or  their  equiva¬ 
lent — became  overwhelming.  The  United  States  suspended  convertibility  of 
the  dollar  on  August  15.  Its  value  in  terms  of  several  major  currencies  started 
to  float. 

AUGUST  15 

The  President’s  announcement  suspending  the  convertibility  of  the  dollar 
included  other  measures  to  protect  the  Nation’s  trade  and  payments  posi¬ 
tion.  In  particular,  it  imposed  “an  additional  tax  of  10  percent  on  goods  im¬ 
ported  into  the  United  States.’’  As  related  measures,  the  President  ordered 
a  10-percent  cut  in  foreign  aid  and  pointed  out  that  the  time  had  come  for 
other  natioiu  “to  bear  their  fair  share  of  the  burden  of  defending  freedom 
around  the  world.’’  The  tax  applied  only  to  goods  on  which  duties  had 
been  reduced  under  reciprocal  trade  agreements,  and  in  no  case  did  it  raise 
a  duty  beyond  the  statutory  rate.  Where  it  was  limited  by  the  statutory  ceil¬ 
ing  the  surcharge  was  less  than  10  percent.  On  automobiles,  in  particular, 
the  tax  amounted  only  to  6.5  percent.  Furtheimore,  all  imp>orts  subject  to 
mandatory  quantitative  restrictions  were  exempt  from  the  new  tax.  Such 
goods  included  petroleum,  sugar,  meat  and  dairy  products,  certain  other 
aigricultural  products,  and  cotton  textiles  covered  by  the  Long-Term  Textile 
Agreement.  The  surcharge  affected  about  one-half  of  U.S.  imports. 

In  addition,  subsequent  statements  of  policy  confined  the  Job  Develop¬ 
ment  Tax  Credit  proposed  in  the  aimouncement  to  domestically  produced 
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new  machinery  auxl  equipment  u  long  as  the  import  surcharge  remained  in 
effect 

ThcM  acticms,  and  the  position  taken  by  the  United  States  in  subsequent 
negotiations,  linked  the  questions  of  improved  access  to  foreign  markets  for 
U.S.  ejqxxts  and  a  better  sharing  of  the  financial  burdens  mutusJ 
security  to  the  basic  issue  of  exchange-rate  realignment 

The  issue  of  exchauige-rate  lealigiunent  immediately  raised  some  funda- 
mentad  questioru. 

1.  How  should  readignment  be  au:hieved?  Should  it  be  done  through  rruu*- 
ket  forces  (freely  floating  rates)  or  through  negotiatioru? 

2.  If  the  readignment  were  to  be  aurranged  through  negotiations,  how  Urge 
am  improvement  in  the  U.S.  badamce  would  be  required?  How  should  the 
counterpaut  of  this  improvement  be  shaued  aunong  other  nations?  And, 
flrudly,  what  set  of  chamges  in  exchamge  rates  would  this  require? 

Stauting  in  September,  the  United  States  pursued  both  apprmches  to 
readigrunent.  The  second  required  am  erqrlicit  amadysis  the  U.S.  balance 
of  payments. 

BALANCE-OF-PAYMENTS  ANALYSIS 

Any  amadysis  of  the  nature  amd  size  U.S.  extemad  disequililnrium  mutt 
begin  with  am  exaunination  of  badamce-of-payments  auxounts.  These  datat,  frxr 
the  first  3  quauters  of  1971  (at  seaucmally  auljusted  amnuad  rates)  amd  for 
eauiier  periods,  are  shown  in  Tadde  33. 

The  table  is  auramged  to  show  several  “badamces"  which  surrunauize  dif¬ 
ferent  aupects  of  our  trading  amd  finamciad  reUtionships.  Unfortwiately,  there 
is  no  single  badamce  mearsure  which  aulequaUely  presents  the  total  picture.  In 
assessing  the  extemad  auxounts  cme  must  not  ordy  study  the  developments 
at  the  various  levels  shown  on  the  tadrle  but  adso  amadyze  these  on  the  bauis 
of  evidence  not  contauned  in  the  tad>le  itself. 

BALANCE  ON  GOODS,  SERVICES,  AND  REMITTANCES 

This  badamce  reflects  the  flow  of  payments  in  these  categories:  Mercham- 
dise  trade;  services  such  ais  travel,  transportation,  amd  insurance;  irKome 
on  previous  intemationad  investments;  militauy  expenditures  involving  for^ 
eign  exchamge;  amd  Government  pensioru  amd  private  remittamces.  It  ex¬ 
cludes  the  flow  of  Government  grants  amd  of  long-term  amd  sh<Mt-term 
caqxtad. 

The  tad)le  indicates  a  steauly  deterioration  in  this  meamire  of  the  U.S. 
position.  During  the  first  half  of  the  1960’s  the  United  States  had  a  favorable 
badamce  averaging  $5.2  billion  a  yeau*.  But  from  the  hig^  point  of  $7.7  bil¬ 
lion  reatched  in  1964  the  badamce  declined  in  each  succeeding  yearr  except 
1970.  In  the  first  3  quauters  of  1971  the  badamce  wau  down  to  am  annual 
rate  of  $0.1  billion — am  aulverse  chamge  of  $7.6  billion  since  1964. 

The  deteriorating  trend  in  this  mearsure  laugely  reflected  a  parallel  decline 
in  our  badamce  on  merchamdise  trade.  Like  the  badamce  on  goods,  services  amd 
remittamces,  the  trade  badamce  rearched  a  high  point  in  1964  (when  there  wau 


149 


in 


Table  33. — U.S.  balance  of  payments,  1960-71 


IBWOMBlMlfll 


Typ*  o(  tramaetion 


MtrclundiM  tridf  baUnc*. 

Expofts . 

Imports . 


MUitary  transactions,  not . 

Balance  on  invostmant  income  > . . 

U.S.  invostmant  abroad . . 

Forai(n  investments  in  the  United  States. 

Balance  on  other  services . . 

BALANCE  ON  GOODS  AND  SERVICES*... 


Private  remittances  and  government  pensions.. 


BALANCE  ON  GOODS,  SERVICES.  AND  REMIT¬ 
TANCES . 

Government  grants « . 

BALANCE  ON  CURRENT  ACCOUNT . 

Balance  on  direct  private  investments . 

U.S.  direct  investments  abroad . 

Foreign  direct  investments  In  the  United 
States . 

Balance  on  other  long-term  capital  flows  • . 

BALANCE  ON  CURRENT  ACCOUNT  AND  LONG¬ 
TERM  CAPITAL . 

Balance  on  nonliquid  short-term  private  capital 

flows . 

Errors  and  unrecorded  transactions . 

Allocations  of  special  drawing  rights . 


NH  LIQUIDITY  BALANCE . 

TransKtions  in  U.S.  liquid  short-term  assets, 

net . 

Transactions  in  U.S.  liquid  liabilities  to  other 
than  foreign  official  agencies,  net . 

OFFICIAL  RESERVE  TRANSACTIONS  BALANCE. 

Financed  by  change  in: 

Nonliquid  U.S.  Government  and  U.S.  bank 
liabilities  to  foreign  official  agencies  r.. . . 
Liquid  liabilities  to  foreign  official  agencies . . 
U.S.  official  reserve  assets,  net . 


•  Average  of  the  first  3  quarters  at  seasonally  adjusted  annual  rates. 

>  Includes  direct  investment  fees  and  royalties. 

>  Excludes  transfers  under  military>grants. 

<  Excludes  military  grants  of  goods  and  services. 

•  Excludes  official  reserve  transactions  and  includes  transactions  in  soma  short-term  U.S.  Government  assets. 

•  Less  than  10.05  billion. 

'  Excludes  U.S.  Government  nonliquid  liabilities  to  foreign  official  agencies  other  than  official  reserve  agencies. 

Note.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 

Source;  Department  of  Commerce. 

a  positive  balance  of  $6.8  billion).  After  that  it  declined  steadily  until  the 
rise  in  1970.  During  the  first  3  quarters  of  1971  there  was  a  deficit  in  the 
balance  of  trade  at  an  annual  rate  of  $1.7  billion.  The  adverse  swing  in  the 
trade  balance  from  1964  to  1971  w-as  $8.6  billion. 

Underlying  this  trend  was  an  extremely  rapid  increase  in  merchandise 
imports  into  the  United  States:  From  1964  to  1971  imports  rose  by  147 
percent,  or  at  a  compound  rate  of  about  14  percent  per  annum.  U.S.  mer¬ 
chandise  exports  also  rose  dramatically — ^by  74  percent — but  this  increase 
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did  not  match  the  growth  imports.  The  persistently  faster  rise  since  1964 
in  U.S.  imports  cmnpared  to  U.S.  exports  was  not  caused  by  a  relatively 
m<Me  n^id  increase  in  the  level  of  U.S.  income  and  product.  Indeed,  meas¬ 
uring  growth  in  terms  of  their  gross  national  products,  either  real  or  nominal, 
all  but  one  of  our  major  trading  piutneis  were  expanding  at  a  faster  rate 
than  the  United  States.  The  demand  aspects  of  this  situation  should  have 
induced  a  more  rapid  rather  than  a  slower  rise  in  U.S.  e:qx>rts  relative 
to  U.S.  imports. 

Price-Cost  Developments 

There  is  no  simple  explanation  for  the  decline  in  the  U.S.  trade  surplus. 
One  factor  is  that  the  relatively  poor  price-cost  performance  ot  the  U.S. 
eccmomy  associated  with  the  inflationary  developments  after  1965  reduced; 
the  relative  competitiveness  of  American  goods. 

Table  34  gives  two  measures  of  the  price  ccxnpetitiveness  of  U.S.  prod¬ 
ucts  in  the  world  economy.  Neither  measure  is  fully  satisfactory.  The  index  of 
unit  labor  costs  in  manufacturing  is  deflcient  for  international  comparisons 
because  exports  may  have  a  product  mix  that  differs  from  total  production, 
and  because  measures  of  labor  ccxnpensation  in  different  countries  do  not 
equally  reflect  changes  in  total  labor  costs.  Likewise,  the  index  unit 
values  for  exports  of  manufactured  goods  is  sensitive  to  changes  in  the 
composition  of  expcMrts  and  is  subject  to  other  technical  deficiencies.  None¬ 
theless,  changes  in  these  two  indicators  do  offer  evidence  that  price  and  cost 
developments  between  1965  and  1%9  were  significant  enou^  to  influence 
the  U.S.  trade  balance. 

During  the  first  half  of  the  1960’s,  price  stability  in  the  United  States 
seems  to  have  made  U.S.  goods  more  competitive  in  wcnrld  markets.  Unit 
labor  costs  in  manufactvuring  fell  in  this  country  through  1964  while  those 
in  other  industrial  coimtries  remained  unchained.  The  unit  value  of  U.S. 
manufactured  exports  held  its  own  relative  to  our  competitors’  export 
prices,  neither  of  the  indexes  changing  significantly.  These  price  dcvek^ 
ments,  together  with  the  cyclical  p>attem  of  output  changes  in  the  United 
States  and  its  markets,  contributed  to  rising  U.S.  trade  surpluses  through 
1964. 

During  the  latter  part  of  the  1960’s,  however,  in  a  period  of  increasing 
inflation  both  in  the  United  States  and  elsevriiere,  the  price  and  cost  com- 
])etitiveness  of  U.S.  products  was  eroded.  From  1964  to  1969  unit  hdwr 
costs  in  manufacturing  rose  at  2.5  percent  per  annum  in  the  United  States — 
more  than  twice  as  fast  as  the  1.2  {lercent  per  annum  recorded  fcx*  our  major 
trading  partners.  Unit  values  of  U.S.  manufactured  exports  also  increased 
UKHV  than  twice  as  fast  as  those  of  our  competitors. 

In  1970  the  relative  price  and  cost  position  of  the  United  States  b^an  to 
recover.  This  was  partly  the  result  of  the  earlier  application  of  disinflationary 
pc^icies  in  the  United  States  than  elsewhere  and  partly  due  to  sq)preciations 
in  the  exchange-values  of  the  West  German  mark  and  the  Canadian  dollar. 
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Table  34. — Changes  in  U.S.  relative  cost  and  price  position,  1961—71 


Cost  or  prict  and  poriod 

Unitad 

Stataa 

Compatitora  > 

Ratio  of 

U.S.  to 
compatitora  > 

1964>100* 

Unit  labor  coat  in  manulacturin(: 

■■■ 

ISSl . 

96.9 

ISS2 . 

99.1 

19S3 . 

100.4 

1964 . 

100.0 

1 

1965 . 

103.7 

: 

1966 . 

! 

105.9 

1 

1967 . 

105.6 

1966 . 

104.3 

1969 . 

106.4 

* 

1970 . 

116.0 

1971,  lathaH* . 

120.3 

122.7 

96.0 

Unit  valua  of  aiporta  of  manufacturad  looda: 

1961 . 

99.5 

99.6 

99.9 

1962 . 

99.5 

96.3 

101.2 

1963 . 

99.3 

96.5 

100.6 

1964 . 

100.0 

100.0 

loao 

1965 . 

103.3 

101.0 

102.3 

1966 . 

106.2 

102.7 

103.4 

1967 . 

109.4 

104.0 

105.2 

1966 _ 

111.9 

103.9 

107.7 

116.6 

107.7 

106.4 

1970 . 

122.6 

114.9 

106.9 

1971,  lathaH < . 

126.7 

117.7 

107.6 

■  W«i|Mwi  twfMi  for  Miiuin,  Canada,  Franca,  Garmany,  Italy,  Japan,  Natharlanda,  Saradan,  and  Unitad  Kintdom. 

>  Ratia  multi^iaa  by  100. 

•  Adtustad  for  dianiat  In  awhania  ralaa. 

*  FrAnninary. 

Saarcaa;  Dapartmant  of  Labor,  Intamalianal  Monetary  Fand,  and  Coancil  al  Economic  Adviaon. 

In  the  first  half  of  1971,  export  prices  of  foreign  manufactured  goods,  as 
measured  by  the  index  of  export  unit  value,  increased  less  than  the  corre¬ 
sponding  index  for  the  United  States.  But  unit  labor  costs  in  manufacturing 
abroad  were  rising  much  more  rapidly  than  here.  Data  for  the  year  as  a 
whole  are  not  yet  available.  Both  the  U.S.  prog^ram  of  wage-price  restraint 
after  August  15  and  the  revaluations  of  foreign  exchange  rates  relative  to  the 
dollar  will  increase  the  relative  price-competitive  position  of  the  United 
States  significantly. 

CYCLICALLY  ADJUSTED  BALANCES 

The  steady  deterioration  since  1964  in  the  U.S,  balance  of  trade  and  cur¬ 
rent  balance  appeared  to  have  been  reversed  in  1970.  This  was  not  a  genu¬ 
ine  reversal  of  the  otherwise  strong  underlying  downward  trend.  Rather,  the 
cause  was  the  conjunction  of  a  recession  in  the  United  States  with  booming 
conditions  abroad.  In  1970,  real  gross  national  product  fell  in  the  United 
States;  abroad,  output  continued  to  expand  vigorously,  although  at  a  some- 
w’hat  lower  rate  than  that  exp>erienced  in  1%9.  In  short,  the  improvement 
of  the  U.S.  current  accoimt  balance  in  1970  was  a  temporary  phencHnenon 
caused  by  the  fact  that  cyclical  influences  operating  in  the  United  States 
were  not  in  phase  with  those  operating  abroad. 
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The  influence  of  such  induced  effects  on  the  observed  trade  and  ciurent 
account  balances  can  be  eliminated  by  appropriate  adjustments  to  provide 
a  “cyclically  adjusted”  figure  that  better  reflects  the  underlying  position. 
Several  agencies,  including  the  Organization  for  Ecoixmiic  Cooperation  and 
Devd(^>ment  (OECD),  the  U.S.  Treasury,  and  the  Federal  Reserve 
Board  have  begun  to  develop  data  on  “cyclically  adjusted”  balances. 

For  1970,  the  OECD’s  cyclical  adjustment  estimates  indicate  that  the 
observed  U.S.  surplus  of  $2.2  billion  on  current  transactions  (excluding 
Government  grants)  in  that  ^ear  was  $2.4  billion  higher  than  it  would  have 
been  under  “normal”  conditions  (defined  as  a  conditkm  of  normal  high 
employment  in  all  OECD  countries) .  U.S.  calculations  indicate  a  1970  ad¬ 
justment  for  cyclical  and  other  special  factors  of  $2.8  billion.  According  to 
the  latter  estimate,  on  an  adjusted  or  normalized  basis,  the  United  States  in 
1970  had  an  unfavorable  balance  of  $0.6  billion.  Similarly,  after  adjustment, 
the  underlying  balance  was  much  less  favorable  than  is  indicated  by  the 
observed  figure  of  $0.1  billion  for  the  first  3  quarters  of  1971. 

When  allowance  is  made  for  cyclical  factors,  it  becomes  quite  ctear  that 
during  the  past  7  years  there  was  an  uninterrupted  deterioration  of  the  U.S. 
position  on  current  account  (excluding  Government  grants) :  From  a  surplus 
(cyclically  adjusted)  of  around  $6.1  billion  in  1965  to  an  estimated  deficit 
(cyclically  adjusted)  of  $2.5  or  $3.0  billion  for  1971.  This  is  a  signiflcant 
swing  in  positicm  even  for  an  economy  as  large  as  that  of  the  United  States. 
The  fact  that  the  move  was  steadily  in  the  same  directirm  made  the  change 
all  the  more  signiflcant. 

THE  CAPITAL  ACCOUNTS 

The  United  States  has  been  a  net  supplier  of  private  and  Government 
long-term  capital  and  grants  to  the  rest  of  the  world  in  every  year  since 
World  War  II  ended.  A  major  component  of  the  outflow  private  capital 
is  private  direct  investment  abroad.  This  flow  had  grown  from  an  average 
of  $1.8  billion  a  year  in  the  first  half  of  the  1960’s  to  $3.3  billion  in  the 
second  half  of  the  decade.  It  reached  $4.4  billion  in  1970,  and  the  annual 
rate  was  $5.5  billion  in  1971.  This  net  outflow  has  been  substantially  exceeded 
in  every  year  of  the  decade  by  the  income  from  U.S.  direct  investments 
abroad,  which  is  included  in  the  balance  on  goods  and  services. 

There  is  a  counterflow  of  foreign  direct  investment  into  the  United  States 
Until  1968  this  counterflow  was  very  small,  but  in  1969  and  1970  it  reaudied 
a  rate  of  almost  $1.0  billion  a  year.  In  1971,  the  inflow  of  direct  foreign  in¬ 
vestment  into  the  United  States  not  only  ceased,  but  there  were  net  cafntaJ 
transfers  from  foreign  subsidiaries  in  the  United  States  to  their  parent 
companies. 

The  other  component  of  long-term  capital  flows  in  Table  33  shows  the  net 
result  of  numerous  long-term  capital  inflows  and  outflows.  It  includes:  Long¬ 
term  U.S.  Government  loans  (net  of  repayments  received) ;  U.S.  purchases 
of  foreign  security  issues;  foreign  purchases  of  U.S.  securities;  and  long¬ 
term  loan  transactions  here  and  abroad.  For  the  1960’s  as  a  whole  there  was  a 
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net  outflow  for  this  component.  But  beginning  in  1968  an  expansion  occurred 
in  the  inflow  of  foreign  long-term  investment  to  the  United  States,  including 
borrowing  abroad  by  U.S.  firms.  In  1968  itself  there  was  a  net  inflow,  par¬ 
ticularly  from  Europe.  In  1970  the  inflows  balanced  the  outflows.  However, 
in  1971  the  inflows  fell  off,  and  outflows  rose;  as  a  result,  the  net  outflow 
rose  to  a  rate  of  $2.5  billion. 

Taking  the  long-term  capital  account  as  a  whole,  net  capital  outflows  rose 
by  $4.9  billion  between  1970  and  1971.  Much  of  this  adverse  swing  was 
caused  by  capital  movements  influenced  by  the  prospect  of  speculative  gains. 

BALANCE  ON  CURRENT  ACCOUNT  AND  LONG-TERM  CAPITAL 

The  current  account  balance  combined  with  the  balance  on  long-term 
capital  account  plus  Government  grants  provides  an  important  yardstick 
(sometimes  called  the  “basic  balance”)  for  measuring  and  assessing  the 
fundamental  position  of  a  nation  relative  to  other  countries.  Starting  in  mid- 
1971  the  official  U.S.  presentations  of  balance-of-payments  data  have  begun 
to  recognize  the  importance  of  this  yardstick,  and  it  is  now  published  as  a 
separate  “balance.” 

In  1970  the  United  States  was  in  deficit  on  basic  balance  by  $3.0  billion. 
Between  1970  and  the  first  3  quarters  of  1971  the  balance  worsened  by 
$7.1  billion  to  reach  an  annual  rate  of  $10.2  billion.  Of  this,  $2.2  billion  was 
due  to  a  worsening  of  the  balance  on  current  account  and  $4.9  billion  to  a 
net  increase  in  the  long-term  capital  outflow.  Although  the  basic  balance 
generally  reflects  underlying  forces,  it  is  sometimes  subject  to  short-run  move¬ 
ments.  This  appeared  to  be  the  case  in  197 1 . 

THE  SIZE  OF  THE  REQUIRED  CORRECTION 

N^otiatioiu  on  exchange-rate  realignments  which  b^an  soon  after  Au¬ 
gust  15  required  an  answer  to  the  question:  By  how  much  should  the  United 
States  improve  its  basic  balance  in  order  to  achieve  a  stable  equilibrium? 
The  U.S.  representatives  presented  an  analysis  which  showed  that  the 
required  turnaround  was  about  $13  billion.  The  calculations  were  as  follows: 

1.  Under  conditions  of  reasonably  full  employment  both  in  the  United 
States  and  in  other  major  trading  countries,  the  U.S.  deficit  on  current  ac¬ 
count  (excluding  U.S.  Government  grants)  for  1972  was  projected  to  be 
$4  billion  on  the  basis  of  the  exchange  rates  and  other  trading  conditions 
in  effect  in  April  1971. 

2.  The  annual  outflow  for  Government  grants  and  credits  plus  private 
long-term  capital  flows  from  the  United  States  to  countries  other  than  West¬ 
ern  European  nations,  Canada,  and  Japan  was  estimated  at  $6  billion,  or 
just  over  one-half  of  1  percent  of  the  U.S.  gross  national  product.  The  aver¬ 
age  annual  outflow  for  these  purposes  during  the  5-year  period  from  1%7 
through  1971  was  about  $5^  billion. 

3.  A  secure  payments  position  would  require  that  this  estimated  $6-billion 
capital  outflow  be  covered  by  a  surplus  on  current  account.  Since  the  pro¬ 
jected  “full-emplc-yment”  current  account  for  1972  was  in  deficit  by  $4  bil- 
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lion,  achieving  a  surplus  of  $6  billion  required  an  improvement  of  $10  billion 
in  the  U.S.  current  account. 

4.  Two  other  factors  caused  additions  to  this  basic  estimate.  The  first 
was  an  allowance  of  $1  billion  a  year  to  cover  a  persistent  outflow,  which  the 
data  collection  network  does  not  capture.  This  outflow,  which  is  shown  as 
“errors  and  omissions”  or  unidentified  transactions  in  the  accounts,  fluctu¬ 
ates  from  year  to  year,  but  it  has  been  consistently  negative  since  1960,  the 
average  level  being  around  $1  billion.  The  second  factor  was  an  allowance 
of  $2  billion  to  provide  the  prospect  of  a  small  surplus  on  basic  balance,  to 
cover  persistent  short-term  capital  outflows  or  to  serve  as  a  margin  of  safety 
against  errors  in  the  underlying  assumptions  amd  calculations.  With  the 
addition  of  these  two  factors,  the  turnaround  required  for  the  United  States 
to  achieve  a  secure  position  was  estimated  to  be  $1 3  Inllion. 

DEVELOPMENTS  AFTER  AUGUST  15 

Reactions  abroad  to  the  August  15  announcement  %vere  varied.  The  major 
European  exch^ge  markets  closed  during  the  week  following  the  announce¬ 
ment.  When  the  exchange  markets  were  reopened,  no  country  except  France 
attempted  to  hold  the  exchange  value  of  its  currency  against  the  dollar 
within  the  1-percent  upper  limit  of  its  parity  rate.  The  exchange  value 
the  dollar  in  these  markets  declined,  and  on  average  continued  to  decline 
during  the  succeeding  months. 

In  France  the  exchange  market  was  segregated.  For  dollars  received 
as  a  result  of  transactions  related  to  international  trade,  the  French  gov¬ 
ernment  continued  to  intervene  in  order  to  support  the  parity  rate.  All 
other  dollars  received  were  diverted  to  a  “financial  franc”  market;  here, 
severe  restrictions  were  imposed  on  inflows  of  funds,  but  the  rate  was  allowed 
to  find  its  own  level. 

In  Japan  the  exchange  markets  were  not  closed  after  the  August  15  an¬ 
nouncement,  and  the  Japanese  government  continued  to  intervene  by  pur¬ 
chasing  dollars  at  the  official  ceiling  rate.  EKiring  August  alone  the  Japanese 
Central  Bank  took  in  $4.4  billion — an  amount  considerably  larger  than  their 
$2.9  billion  of  total  dollar  holdings  at  the  end  of  1970.  Official  interven¬ 
tion  to  hold  the  dollar  rate  at  its  ceiling  was  then  suspended,  and  limited 
intervention  allowed  the  value  of  the  yen  to  rise  about  5  percent  relative 
to  the  dirilau*.  In  subsequent  months  the  government  continued  to  inter¬ 
vene  in  order  to  dampen  the  pace  at  which  the  yen  would  appreciate  rela¬ 
tive  to  the  dollar.  In  the  process,  dollar  holdiirgs  by  the  Japanese  Central 
Bank  increased  an  additional  $1.4  billion  to  $11.6  billion  by  the  end  cA 
October. 

ALTERNATIVE  ROUTES  TO  REALIGNMENT 

Developments  after  August  15  made  one  fact  clear:  The  inunediate 
operational  issue  facing  governments  was  a  realigiunent  the  pattern  of 
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exchange  rates,  especially  a  realigiunent  of  the  U.S.  dollar  relative  to  the 
other  major  currencies. 

Among  the  questions  associated  with  this  operation  were  these: 

1.  How  should  the  industrial  nations  arrive  at  a  new  set  of  equilibrium 
exchange  rates?  One  route  was  to  let  all  currencies  float  freely  for  a  transi¬ 
tional  period  until  a  new  set  of  equilibrium  rates  emerged.  The  other  was  to 
negotiate  a  multilateral  shift  to  a  new  set  of  fixed  rates. 

2.  If  the  second  route  was  to  be  used,  should  the  United  States  “contrib¬ 
ute”  to  the  realignment  by  a  formal  devaluation  of  the  dollar  against  gold? 
Or  should  negotiations  concentrate  on  exchange  rates  among  currencies, 
expressed  in  dollars,  with  the  question  of  the  gold  price  being  left  to  subse¬ 
quent  negotiations  on  longer-range  issues? 

3.  How  large  was  the  readjustment  required  to  restore  the  U.S.  balance 
of  payments  to  an  equilibrium  position?  How  large  an  average  change  in 
the  dollar’s  exchange  rate  did  this  require?  How  shorild  the  effect  of  the 
proposed  readjustment  in  the  U.S.  position  be  shared  among  other  nations? 

Mutually  acceptable  answers  to  all  of  these  questions  depended  in  part  on 
related  issues.  The  inclusion  of  trade  practices  and  the  question  of  mutual 
security  costs  as  part  of  the  overall  negotiations  involved  other  members 
of  foreign  governments  besides  financial  officials.  This  affected  the  tempo 
and  procedure  as  well  as  the  substance  of  the  negotiations. 

REALIGNMENT  THROUGH  FLOATING 

One  issue  was  whether  market-determined  exchange  rates  or  negotiations 
provided  the  most  efficient  route  to  equilibrium. 

In  spite  of  intervention  by  central  banks,  at  first  to  hold  rates  within  limits 
set  by  parity  values,  and  later  to  suppress  the  pace  of  the  relative  apprecia¬ 
tion  of  the  currencies,  a  significant  pattern  of  exchange-rate  realignment  did 
take  place  in  1971,  particularly  after  dollar  convertibility  was  suspended.  The 
general  path  of  these  upward  movements  relative  to  previous  parities  against 
the  U.S.  dollar  is  shown  in  Chart  10. 

The  U.S.  position  on  the  issue  was  that  a  transitional  period  of  free 
floating  could  lead  the  world  swiftly  and  efficiently  to  a  new  pattern  of 
equilibrium  rates.  This  position  was  put  forward  by  the  Secretary  of  the 
Treasury  on  September  30,  in  his  address  to  the  Annual  Meeting  of  the 
International  Monetary  Fund  and  World  Bank,  when  he  said: 


...  I  believe  we  should  welcome  the  help  that  the  market  it¬ 
self  can  provide  in  reaching  crucial  decisions. 

Many  nations  already  are  allowing  their  currencies  temporarily 
to  float,  but  they  have  done  so  with  widely  varying  degrees  of  inter¬ 
vention  and  controls.  As  a  result,  some  adjustments  clearly  needed 
are  being  delayed  or  thwarted,  the  process  of  multilateral  decision¬ 
making  impeded,  and  political  questions  multiplied.  In  this  respect. 
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Chart  10 

Foreign  Exchange  Rates 


U.S.  CErrrs  per  unit  of  foreign  currency 


1971 


NOTE;  HORIZONTAL  RULE  INDICATES  PAR  VALUE  OF  CURRENCY  THROUGH  DECEMBER  IS.  1*71. 
ASTERISK  INDICATES  CENTRAL  RATE  ESTABLISHED  DECEMBER  IS,  1971 
SOURCE:  FEDERAL  RESERVE  BANK  OF  NEW  YORK. 
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Ctwrt  10 


Foreign  Exchange  Rates 


CXNTS  Ml  UMT  Of  FOREKSN  CUMENCY 


1971 


NOTE;  HORIZONTAL  RULE  INDICATES  PAR  VALUE  OF  CURRENCY  THROUGH  DECEHBER  U,  1971. 
ASTERISK  INDICATES  CENTRAL  RATE  ESTABLISHED  DECEMBER  II,  1971. 

SOURCE:  FEDERAL  RESERVE  BANK  OF  NEW  YORK. 


our  surcharge  and  restrictions  on  capital  flows  could,  like  those 
applied  by  other  countries,  themselves  be  a  disturbing  influence. 

If  other  governments  will  make  tangible  progpress  toward  dis¬ 
mantling  specific  barriers  to  trade  over  coming  weeks  and  will 
be  prepared  to  allow  market  realities  freely  to  determine  exchange 
rates  for  their  currencies  for  a  transitional  period,  we,  for  our  part, 
would  be  prepared  to  remove  the  surcharge. 

With  few  exceptions  the  suggestion  of  the  United  States  was  not  accepted. 
In  most  countries  maiket  forces  were  suppressed  by  a  variety  of  new  measures, 
including  regulation  of  inflows,  exchange  controls,  and  central  bank  inter¬ 
vention  in  the  market.  Eventually  the  question  of  realignment  had  to  be 
settled  through  bilateral  and  multilateral  negotiations. 

The  oppxMition  to  a  {x>licy  of  arriving  at  a  new  set  of  exchange  rates  via 
market-determined  forces  was  motivated  by  a  ccxnplex  mixture  of  reasons. 

RELUCTANCE  TO  REVALUE  AGAINST  THE  DOLLAR 

Many  nations  were  reluctant  to  let  their  currencies  appreciate  too  far 
against  the  dollar.  This  attitude  was  not,  of  course,  an  argument  against 
floating  as  such;  it  applied  equally  well  to  revaluation  via  negotiation. 

Raising  the  value  of  one’s  own  currency  (or  permitting  it  to  rise)  re¬ 
duces  the  price  competitiveness  of  export  industries.  For  many  countries, 
expanding  exports  provided  an  impetus  for  overall  economic  expansion 
which  these  governments  were  reluctant  to  surrender.  Even  when  govern¬ 
mental  policies  did  not  emphasize  export  expansion,  the  export  industries 
were  highly  visible  politically;  governmental  actions  that  might  erode 
their  prospects  had  to  be  taken  with  care.  While  revaluaticHi  also  provided 
countervailing  advantages  to  other  segments  of  a  revaluing  econwny — 
especially  to  consumers,  importers,  and  tourists  going  abroad — these  benefits 
tended  to  be  spread  more  broadly  and  were  therefore  less  visible.  The  reluc¬ 
tance  of  other  countries  to  see  their  currencies  appreciate  relative  to  the 
dollar,  regardless  of  how  this  was  accomplished,  was  intensified  in  the  second 
half  of  1971  by  the  slowing  of  the  boom  conditions  which  had  prevailed  in 
many  countries  in  prior  years. 

RELUCTANCE  TO  REVALUE  AGAINST  OTHER  CURRENCIES 

Reluctance  to  revalue  against  the  dollar  was  one  reason  why  many  nations 
did  not  permit  market  pressures  to  express  themselves  freely.  A  collateral 
reason  was  the  unwillingness  to  have  the  national  currency  revalued  against 
other  currencies  whose  values  were  being  held  down  by  intervention  or 
controls.  When  (me  nation  revalues  relative  to  the  dollar — whi(di  it  may  be 
willing  to  do  in  the  interest  of  restoring  equilibrium — it  is  thereby  revalued 
relative  to  all  other  nations  that  do  not  revalue,  and  this  it  may  not  be  willing 
to  permit  Given  the  multilateral  nature  of  the  problem,  the  idea  of  floating 
toward  a  new  equilibrium  requires  the  cooperation  of  all  natiems.  The  absten- 
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tion  of  even  one  important  nation  from  the  joint  action  may  be  enough  to 
hold  up  the  entire  process.  This  is  what  happened  in  the  autumn  of  1971. 

The  French  commercial  franc  was  held  to  its  previous  parity  value  against 
the  dollar  (established  in  1%9).  When  the  West  German  mark  moved  up 
to  a  range  of  from  10  to  12  percent  above  its  parity  with  the  dollar  (also 
established  in  1969),  it  moved  up  to  the  same  extent  against  the  French 
franc.  Since  France  is  West  Germany’s  latest  trading  partner,  both  for  ex¬ 
ports  and  imports,  this  10  to  12  percent  increase  in  the  mark’s  cross-rate 
against  the  franc  was  regarded  as  unacceptable  by  West  Germany,  espe¬ 
cially  since  this  cross-rate  had  already  been  increased  by  nearly  23  {jercent 
in  the  1%9  realignments. 

Similarly  the  unwillingness  of  the  Japanese  authorities  to  let  the  value  of 
the  yen  rise  freely  relative  to  the  dollar  was  affected  not  only  by  a  desire 
to  limit  the  change  in  the  yen-ddlar  rate ;  it  was  also  affected  by  the  rates 
between  the  yen  on  the  one  hand  and  European  currencies  on  the  other. 

RELUCTANCE  TO  CORRECT  BY  REVALUATION  ALONE 

There  was  a  third  set  of  motives  for  rejecting  the  floating  route  to  realign¬ 
ment.  This  process  of  arriving  at  new  rates  would  leave  the  dollar  standing 
still  in  relation  to  gold  while  other  currencies  moved  up  by  varying  amounts. 
For  one  reason  or  another  many  nations  were  unwilling  to  accept  such  an 
outcome. 

One  of  these  reasons  was  that  acceptance  of  the  process  would  explicitly 
recognize  the  U.S.  dollar  as  the  benchmark  against  which  all  other  national 
currencies  set  their  values.  There  was  a  body  of  (pinion  in  Europe  that  the 
benchmark  should  be  an  objective  one,  or  at  least  a  multinational  one  which 
did  not  bear  the  stamp  of  any  single  country.  The  existence  of  this  body  of 
opinion  has  important  implications  for  the  choice  of  a  basic  monetary  unit 
of  account  in  the  international  system  of  the  future. 

A  second  reason  was  that,  if  the  United  States  devalued,  other  countries 
could  reduce  or  avoid  the  political  onus  of  revaluing.  Thus  it  was  easier  for 
the  United  Kingdom,  for  example,  to  stand  still  for  an  8-percent  U.S.  de¬ 
valuation  than  to  revalue  by  an  equivalent  amount  with  the  United  States 
standing  still,  even  though  the  effect  on  exchange  rates  would  be  the  same. 

The  third  reason  was  that  revaluation  reduces  the  value,  expressed  in 
the  domestic  currency  unit,  of  a  nation’s  stock  of  foreign  monetary  assets.  The 
value  of  its  gold  holdings  measured  in  the  national  currency  falls  to  the 
extent  o(  revaluation,  and  so  do  its  holdings  of  other  reserve  assets,  notably 
the  U.S.  dollar.  This  balance-sheet  loss  for  each  revaluing  nation,  so  far  as 
the  gold  component  is  affected,  could  be  reduced  by  requiring  the  United 
States  itself  to  contribute  to  a  realignment  through  an  increase  in  the  dollar 
price  of  gold. 

The  floating  route  was  therefore  rejected  in  favor  of  a  negotiated  pattern 
<rf  change,  in  which  the  dollar  itself  made  part  of  the  adjustment  by  moving 
down  relative  to  gold. 


FINAL  NEGOTIATIONS  ON  EXCHANGE  RATE  REALIGNMENT 

By  the  end  of  November  floating  had  moved  exchange  rates  sc»ne  distance 
from  the  old  parities.  The  French  commercial  franc  was  the  only  major  ciir- 
rency  that  was  held  to  the  upper  limit  of  the  narrow  band  around  its  parity 
value.  Bilateral  and  multilateral  negotiations  between  the  United  States  and 
its  principal  trading  partners  on  trade  and  mutual  security  costs  had  also 
commenced. 

At  the  ministerial  meetings  of  the  Group  of  Ten  nations  held  in  Rome  a 
hypothetical  devaluaticm  of  the  dollar  against  gold  was  discussed  as  one 
aspect  of  a  possible  overall  package  agneement  (which  included  a  pattern  of 
currency  revaluations  by  other  nations  and  adjustments  in  existing  impedi¬ 
ments  to  trade).  The  United  States  offered  to  consider  a  new  pattern  of 
exchange  rates  involving  an  average  adjustment  that  would  not  fully  meet 
its  objective  of  a  turnaround  of  $13  billion. 

The  negotiations  wtrc  completed  this  basis  at  a  later  meeting  of  the 
ministers  and  governors  of  the  Group  of  Ten  nations  held  at  the  Smithsonian 
Institution  in  Washingtcm  on  December  17-18.  The  key  elements  in  the 
agreement  were  a  new  set  of  exchange  rates  and  provisions  for  a  wider 
band,  within  which  market  rates  would  be  free  to  move  up  to  2.25  percent 
above  or  below  the  new  “central  rates."  As  part  the  i^reement  the 
United  States  lifted  the  temporary  surcharge  on  imports  which  it  had 
imposed  on  August  15. 

The  agreement  will  not  be  formally  complete  imtil  Ccmgress  acts  on  the 
dollar  price  of  gold.  In  the  meantime,  intensive  trade  negotiations  have  been 
in  process  with  Csmada,  Japan,  and  the  European  Community.  The  results 
of  these  talks  are  to  be  available  for  congrestional  scrutiny  when  the  gold  price 
legislation  is  considered  by  the  Congress. 

The  $35  per  ounce  gold  price  reflects  the  exercise  of  authority  given  to  the 
President  (in  the  “Thomas  Amendment”  of  May  12,  1933)  to  redefine  the 
gold  content  of  the  dollar  at  not  less  than  50  percent  of  its  previous  gold  con¬ 
tent.  President  FrankKn  D.  Roosevelt,  by  Executive  Order,  set  the  price  at 
$35  an  ounce  in  1934.  The  President’s  power  under  the  Thomas  Amendment 
was  extended  periodically  until  it  expired  on  June  30, 1943. 

The  par  value  of  the  U.S.  dollar  communicated  to  the  International 
Monetary  Fund  in  1946  was  0.888671  granu  of  fine  gold — equivalent  to  $35 
an  ounce.  Under  the  teims  of  the  Bretton  Woods  Agreements  Act  of  1945 
(the  Act  which  authorized  U.S.  membership  in  the  International  Monetary 
Fund) ,  the  President  must  obtain  congressional  authorization  before  propos¬ 
ing  or  agreeing  to  a  change  in  the  par  value  of  the  dollar. 

INTERNATIONAL  MONETARY  REFORM 

The  Smithsonian  Accord  dealt  with  the  most  pressing  issue  which  faced 
the  international  monetary  system  after  August  15.  It  thereby  set  the  stage  for 
the  more  extended  task  of  designing  a  new  order  for  international  monetary 
cooperation,  on  which  more  intensive  work  will  begin  in  1972. 
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Measured  by  overall  results,  the  international  economic  arrangements  in 
force  since  World  War  II  were  strikingly  successful.  The  basic  goals  of  the 
foimders  of  the  Bretton  Woods  system  were  achieved  to  a  hi^  degree.  Trade 
and  payments  among  nations  were  increasingly  freed  and  grew  rapidly.  In¬ 
ternational  consultation  and  cooperation  developed  to  an  extent  previously 
unknown.  The  balance-of-p>ayments  problems  which  individual  nations  ex¬ 
perienced  at  various  times  did  not  prevent  the  general  pursuit  of  policies  of 
relatively  rapid  and  steady  growth.  In  total,  the  record  of  the  25-year  period 
wsts  one  of  unprecedented  progress  for  the  world  economy — and  this  is  an 
I  impressive  tribute  to  the  functioning  of  the  so-called  Bretton  Woods  system. 

•  At  the  same  time,  the  way  the  monetary  component  of  the  system  actually 

,  operated  departed  in  many  important  respects  from  the  mechanics  envisaged 

'  by  the  participants  at  Bretton  Woods.  As  reviewed  in  past  Reports  of  this 

Council,  a  pronounced  asymmetry  developed  between  the  role  of  the  United 
States  and  the  role  of  other  countries.  The  stability  of  the  system — its  ability 
to  reconcile  trade,  balance  of  payments,  and  reserve  goab  of  various  coun- 
t  tries,  to  provide  adequate  liquidity,  and  to  achieve  elasticity  in  financing — 

^  came  to  be  heavily  dep>endent  on  the  willingness  and  ability  of  the  United 

'  States  to  lose  reserves,  to  absorb  more  or  less  {lersistent  deficits  in  its  external 

,  accounts,  and  to  maintain  a  passive  role  with  respect  to  its  own  exchange 

I  rate.  The  dollar  became  the  center  of  the  system,  and  this  placed  piarticularly 

^  heavy  responsibilities  on  the  United  States  to  maintain  stability  domestically 

■  along  with  o|>en  trading  and  financial  markets. 

The  system  which  evolved  had  advantages  and  disadvantages  from  the 
'  standpoint  of  both  the  United  States  and  other  countries.  Whatever  its 

merits,  the  important  underlying  premises  of  a  dollar-centered  system  are  no 
'  longer  valid.  With  the  strong  recovery  of  the  European  economies,  with  the 

striking  growth  of  Japan,  and  with  industrialization  proceeding  elsewhere  in 
the  world,  the  position  of  the  United  States  in  the  world  eccHwmy  is  no 
longer  as  predominant  as  it  was  in  the  1950’s.  The  develt^xnent  and  exten- 
non  of  the  European  Community,  with  its  plans  for  increasingly  close  eco¬ 
nomic  and  monetary  integration  of  the  region,  adds  an  important  new,  if  still 
uncerUun,  dimension  to  the  picture.  In  monetary  terms,  the  U.S.  reserve 
position  became  inconsistent  with  a  presumption  convertil^ty  of  the 
dollar  into  reserve  assets.  This  was  aggravated  by  the  repercussions  of  dtxnes- 
tic  inflation  since  the  mid-1960’s^  which  weakened  the  U.S.  trade  and  pay¬ 
ments  position. 

Reform  of  the  international  monetary  framework  has  been  the  subject  of 
extensive  discussion  for  many  years.  The  creation  in  1970  <rf  a  new  inter- 
naticmal  reserve  asset.  Special  Drawing  Rights,  is  a  major  iimovation  in  the 
system.  A  thorough  report  by  the  Executive  Directors  of  the  International 
Monetary  Fund  on  the  role  of  exchange  rates  in  the  adjustment  of  inter¬ 
national  payments,  also  issued  in  1970,  both  reflected  and  contributed  to  the 
growing  consensus  that  there  is  a  need  for  greater  flexibility  in  c^cial 
exchange  rates. 
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In  1972  further  and  more  far-reaching  negotiations  on  restructuring  the 
international  monetary  system  will  begin.  Although  the  eventual  shape  of 
the  new  order  will  not  be  known  until  these  negotiations  are  ccnnpleted,  the 
primary  questions  with  which  the  negotiators  must  deal  are  clear. 

1.  One  issue  is  the  degree  of  “fixity”  that  should  be  provided  for  in  the 
exchange  rate  mechanism.  The  BretUxi  Woods  system  contemplated  that 
each  IMF  member  government  would  establish  a  fixed  par  value  for  its 
currency  and  maintain  this  value  in  the  exchange  markets  within  a  narrow 
margin  of  plus  or  minus  1  fjercent.  The  par  value  would  be  adjusted  only 
when  a  fundamental  disequilibrium  became  manifest  over  a  period  of  time, 
and  then  presumably  by  a  substantial  amount.  In  practice,  this  rigidity, 
broken  at  intervals  under  heavy  pressure,  may  have  become  self-defeating  in 
terms  of  maintaining  the  broader  stability  and  continuity  of  the  system. 
Should  the  new  system  place  an  equal  emphasis  on  exchange  fixity  by  re¬ 
quiring  all  nations  to  establish  official  par  values?  If  so,  should  the  band  of 
exchange  rate  variation  permitted  around  par  values  be  widened?  Alterna¬ 
tively,  under  what  conditions  should  countries  be  permited  to  let  exchange 
values  of  their  currencies  be  determined  by  market  forces,  as  Canada  and 
others  have  found  it  convenient  and  useful  to  do  in  the  past? 

2.  A  second,  related  issue  concerns  the  mechanisms  to  be  utilized  for 
maintaining  reasonably  balanced  international  payments  positions.  As  indi¬ 
cated,  the  Bretton  Woods  system  tended  to  think  of  an  exchange  rate 
change  as  an  adjustment  of  last  resort.  Nations  \^ose  currencies  became 
overvalued  relative  to  other  currencies  have  tended  to  delay  unduly  before 
making  a  change  in  the  exchange  rate.  Furthermore,  because  nations  with 
undervalued  currencies  also  resisted  exchange  rate  changes,  and  were  able 
to  do  so  longer,  most  exchange  rate  changes  have  been  downward.  The 
operating  question  is  how  changes  might  be  made  in  a  less  disturbing  way 
in  the  future,  with  pressure  more  evenly  distributed  among  surplus  and 
deficit  countries,  and  with  the  United  States  having  the  same  degree  of 
freedom  of  action  as  other  nations. 

As  noted,  there  is  a  growing  consensus  in  favor  of  greater  flexibility: 
However  the  correct  degree  of  flexibility,  the  rules  for  implementing  the 
process,  and  the  role  of  the  IMF  in  this  implementation  process  need  to  be 
examined  and  defined. 

The  need  for  wider  margins  than  the  ±  1  percent  specified  in  the  Fund’s 
Articles  of  Agreement  is  also  well  recognized.  The  Smithsonian  Accord 
provides  temporarily  for  margins  of  ±2j4  percent.  The  proper  width  of 
margins  for  the  longer  run  must  be  determined. 

Negotiations  on  the  future  adjustment  process  will  also  cover  issues  other 
than  exchange  rate  flexibility.  These  will  include  ways  and  means  of  in¬ 
fluencing  short-term  capital  movements  and  the  degree  to  which  the  mix 
of  monetary  and  fiscal  policy  should  be  influenced  by  external  considerations. 

3.  A  third  issue  is  the  question  of  how  much  liquidity  the  system  needs 
and  how  this  liquidity  should  be  provided.  The  amount  of  liquidity  needed 


163 


will  depend  on  how  the  other  questions  are  answered,  including  particulaiiy 
the  flexibility  and  efficiency  of  the  adjustment  mechanism.  The  question  of 
how  liquidity  is  to  he  provided  raises  the  issue  of  the  role  of  alternative 
reserve  assets.  The  United  States  and  many  other  countries  share  the  con¬ 
viction  that  gold  should  and  will  play  a  diminishing  role  in  the  system.  Al¬ 
ready,  connderable  progress  has  been  made  in  developing  the  SDR  as  an 
alternative  international  reserve  asset,  but  many  questions  remain,  including 
the  appropriate  role  of  the  dollar  and  other  reserve  currencies. 

The  agenda  for  negotiations  is  a  large  one.  Fortunately,  there  b  wide 
agreement  that  the  objectives  of  the  Bretton  Woods  system  remain  as  valid 
as  before  and  negotiations  will  be  based  on  the  fundamental  premises  that 
nations  want  to  promote  international  monetary  cooperation,  balanced 
growth  and  increased  freedom  for  trade  and  payments,  stability  in  the 
exchange  markets,  and  the  avoidance  of  competitive  undervaluation  of 
rates.  The  challenge  will  be  to  find  the  mechanisms  that  Mali  assure  those 
results,  taking  into  account  the  realities  of  the  1970’s  and  the  new  balance 
of  economic  power  and  responsibilities. 

TRADE  POLICY  DEVELOPMENTS  IN  1971 

For  over  three  decades  the  free  worid  has  been  gradually  liberalizing  com¬ 
mercial  policy  to  achieve  the  economic  and  political  benefits  of  an  open 
trading  world.  The  United  States  has  taken  a  position  of  consbtent  leader¬ 
ship  in  thb  movement.  Thb  course  recently  has  faced  and  survived  two 
major  tests.  There  have  been  strong  pressures  in  the  United  States  itself  to 
redirect  policy  toward  quantitative  restrictions  on  trade  and  investment. 
While  the  United  States  extended  import  restraints  to  a  few  additional  com¬ 
modities  in  1971,  legblation  that  would  apply  quantitative  restrictions 
broadly  to  imp>orts  has  not  been  enacted.  The  second  major  test,  and  (xie 
that  became  subject  to  spirited  debate  in  1971,  came  with  the  trade  policy 
actions  to  combat  the  U.S.  payments  deficit  taken  in  connection  with  the  New 
Economic  Policy.  Although  it  provoked  considerable  controversy,  the  import 
surcharge  did  not  set  off  the  series  of  retaliatory  actions  abroad  that  had 
been  feared  in  some  quarters.  And  it  was  removed  before  the  end  (A  1971 
when  the  currency  realignment  made  it  no  longer  necessary. 

During  a  period  when  commercial  policy  b  under  major  pressure  for 
change — as  it  has  been  during  iJhe  past  2  years — it  b  particularly  important 
that  necessary  preoccupation  with  month-to-month  events  not  be  alloMred  to 
blur  appreciation  for  the  long-term  objective  of  U.S.  international  economic 
policy.  That  objective  b  an  open  world  economy  in  which  trade  and  invest¬ 
ment  flows  among  countries  are  not  dbtorted  by  national  barriers  to  free  ex¬ 
change.  Moving  toward  that  objective  will  enhance  broad  foreign  policy 
objectives  for  this  country,  and  it  will  provide  important  economic  benefits. 
International  exchange  {>ermits  mutually  beneficial  specialization  in  produc¬ 
tion  aunong  countries;  it  provides  healthy  ccxnpetition  to  ensure  efficiency  in 
domestic  industries;  it  expands  the  variety  of  goods  available  to  U.S. 


consumers  and  producers;  and  in  times  of  inflation  it  provides  a  wholesome 
brake  on  price  increases. 

To  many  Americans  the  benehts  of  liberal  trade  policies  are  not  highly 
visible  because  they  are  broadly  diffused.  But  the  short-run  costs  that  trade 
liberalization  sometimes  imposes  on  specific  groups  are  usually  highly  visible 
indeed.  Thus,  the  costs  of  liberalization  are  more  keenly  felt  than  the  benefits, 
and  that  tends  to  make  removal  of  trade  and  investment  restrictions  difficult 
to  achieve. 

Substantial  progress  has  nevertheless  been  made  toward  free  international 
exchange  in  industrial  goods  during  the  past  25  years,  mainly  by  reduc¬ 
ing  tariffs.  But  much  work  remains.  The  President  anticipated  the  contro¬ 
versial  and  difficult  policy  issues  confronting  the  United  States  when  he  ap¬ 
pointed  the  Commission  on  International  Trade  and  Investment  Policy  to 
study  U.S.  positions  and  to  recommend  a  policy  for  the  1970’s.  He  also  rec¬ 
ognized  that  proper  formulation  and  implementation  within  the  executive 
branch  required  better  coordination  among  the  agencies  engaged  in  interna¬ 
tional  economic  policy.  In  early  1971  he  established  the  Council  on  Interna¬ 
tional  Economic  Policy  in  the  White  House. 

The  President’s  Commission  on  International  Trade  and  Investment 
Policy,  whose  membership  was  drawn  from  business,  labor,  and  the  uni¬ 
versities,  presented  its  report  in  July,  United  States  International  Economic 
Policy  in  an  Interdependent  World. 

The  Commission’s  recommendations  included,  on  the  one  hand,  measures 
designed  to  strengthen  the  capacity  of  U.S.  industry  and  labor  to  compete 
effectively  and,  on  the  other,  proposals  for  negotiations  with  our  major  trad¬ 
ing  partners.  Specifically  recommended  were  actions  which  mi^t  reduce  the 
adverse  effects  on  U.S.  experts  of  the  European  Community’s  Common 
Agricultural  Policy  and  the  Community’s  widening  preferential  tariff  ar¬ 
rangements  and  international  action  to  deal  with  market  disruptions  due  to 
imports. 

For  the  longer  term,  the  Commission  recommended  negotiations  “looking 
toward  the  progressive  reduction  and  eventual  elimination  of  barriers  to 
trade  and  investment,”  including  reform  of  the  international  monetary  sys¬ 
tem,  with  negotiations  eventually  leading  to  the  “elimination  of  all  barriers 
to  international  trade  and  capital  movements  within  25  years." 

The  purpose  of  the  newly  organized  Council  on  International  Econ<»nic 
Policy  is  to  strengthen  the  policymaking  process.  The  Council  is  chaired  by 
the  President,  and  its  members  are  the  Secretaries  of  State,  Treasury,  Defense, 
Agriculture,  Commerce,  and  Labor,  the  Ambassador  at  Large,  the  Director 
of  the  Office  of  Management  and  Budget,  the  Chairman  of  the  Council  of 
Economic  Advisers,  die  Special  Representative  for  Trade  Negotiations,  the 
Assistant  to  the  President  for  National  Security  Affairs,  and  the  Assistant  to 
the  President  for  Domestic  Affairs.  The  President  stated  in  his  Executive 
Order  that  the  Council  was  to  ( a)  “au:hieve  consistency  between  domestic  and 
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foreign  economic  policy/’  (b)  “provide  a  clear,  top-level  focus  for  the  full 
range  of  economic  policy  issues/'  and  (c)  “maintain  close  coordination  with 
basic  foreign  policy  objectives.’’  The  worli  of  the  Council  is  directed  by  its 
Executive  Director,  who  is  also  Assistant  to  the  President  for  International 
Economic  Affairs.  As  his  first  assignment,  the  Executive  Director  was  in¬ 
structed  by  the  President  to  prepare  a  review  of  the  position  of  the  United 
States  in  a  changing  world  economy.  This  briefing  was  presented  to  the 
Council  in  April  1971  and  was  subsequently  reviewed  with  leaders  in 
Congress  and  others  outside  the  Administration.  The  Council  is  now  pursuing 
woili  programs  in  a  variety  of  areas — such  as  export  pnxnotion,  more  com¬ 
prehensive  adjustment  assistance  programs,  and  foreign  investment  policies — 
and  u  planning  for  a  series  of  foreign  ectxKunic  negotiations. 

In  addition  to  strengthening  its  own  apparatus  for  policy  formulation 
in  the  trade  sector,  the  Administration  has  extended  contacts  with 
our  trading  partners.  The  President’s  Special  Trade  Representative  has 
participated  in  the  High  Level  Trade  Group  assembled  by  the  Organization 
for  Economic  Cooperation  and  Development  to  explore  avenues  for  major 
n^[otiations  which  might  lead  in  the  next  few  years  to  a  more  effective 
climate  for  international  trade  and  investment.  This  group  began  monthly 
meetings  in  November  aiKl  aims  to  complete  a  report  for  the  Council  the 
OECD  in  the  spring  of  1972. 

The  Commission’s  report  and  the  coordinating  work  of  the  Council  have 
helped  to  identify  the  major  policy  issues  in  the  area  of  international  trade 
and  to  initiate  steps  through  which  these  issues  will  be  resolved. 

EXPORT  POLICY 

The  disappearance  of  the  traditional  U.S.  trade  surplus  in  1971  itself 
raised  a  fundamental  question.  Is  a  trade  sui^us  desirable  or  essential  for 
the  United  States? 

On  one  side  of  this  question  is  a  view  diait  exports  shouM  always  ex¬ 
ceed  imports  by  a  wide  mai^gin  because  net  exports  are  both  a  stimulant 
to  the  domestic  economy  and  a  symbol  of  relative  economic  strength.  This 
position  views  exports  as  inherently  desirable  and  imports,  unless  unobtain¬ 
able  domestically,  as  undesirable  or  at  least  suspect.  The  policy  prescription 
corresponding  to  this  mercantilist  position  calls  for  adoption  of  the  measures 
necessary  to  keep  the  vcdume  of  U.S.  exports  higher  than  the  volume  of 
knports  in  every  single  accounting  period,  regardless  of  cyclical  circum¬ 
stances  or  developments  affecting  odier  elements  in  the  balance  payments. 

In  auiother  comer  are  those  who  aigue  that  after  years  of  investment 
abroad  the  United  States  has  achieved  a  special  status  in  the  world.  It  is 
a  major  creditor  nation  which  receives  a  large  and  growing  income  from 
overseas  investments.  It  is  possible,  indeed  appropriate,  for  a  nation  in  this 
position  to  use  some  of  this  incmne  to  finance  a  net  inflow  of  imports.  These 
net  imports  are  the  fruits  of  resources  the  Nation  has  foregone  consuming  or 
investing  domestically  in  previous  years. 
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In  fact,  however,  the  af^n^xiate  s^proach  to  exports  depends  up(»  the 
apfxoach  that  is  taken  to  all  the  other  elements  in  the  balance  of  pay¬ 
ments.  While  the  United  States  is  a  major  creditor  nation — the  inflow  of 
net  investment  income  was  over  $6  billion  in  1970  and  is  expected  to  g^w  in 
the  future — ^a  lai^  net  investment  income  does  not  mean  that  the  country 
can  afford  an  equally  large  trade  deficit  U.S.  policies  involve  other  major 
payments  oxnmitments — grants  and  loans  to  less  developed  countries,  mu¬ 
tual  security  costs,  pensions  and  remittances  to  citizens  living  abroad,  and 
funds  for  additional  overseas  investments.  To  the  extent  that  these  commit¬ 
ments  are  desirable,  as  they  clearly  are,  they  also  have  to  be  financed.  Given 
the  probable  size  of  these  flows  in  the  immediate  yean  ahead,  it  is  unlikely 
that  net  investment  income  will  be  large  enough  to  cover  them,  to  say  noth¬ 
ing  of  a  trade  deficit  as  well.  Thus  a  trade  surplus  will  be  required  if  our  goal 
is  external  balance.  Moreover,  expxxt  gppowth  will  permit  imports  to  expand. 

For  the  long  run  the  optimal  policy  toward  exports,  as  well  as  toward  im¬ 
ports,  is  one  directed  to  achieving  efficient  resource  allocation  within  a 
system  of  generally  batlanced  international  payments. 

The  preferred  means  c(HTecting  any  disequilibrium  that  might  arise  in 
a  nation’s  balance  {}ayments  is  through  a  change  in  its  exchange  rate.  Hiis 
method,  unlike  other  ways  of  restoring  equilibrium,  does  not  distort  the 
relationships  amemg  transactions:  All  sellers  and  all  buyers  of  foreign  ex¬ 
change  are  affected  alike.  A  change  in  the  exchange  rate  of  the  dollar  was  the 
process  used  by  the  United  States  in  1971  to  correct  its  balance-of-payments 
deficit. 

However,  in  a  world  where  trade  and  investment  flows  are  subject  to  either 
special  impediments  or  incentives,  more  direct  measures  to  stimulate  ex¬ 
ports  may  sometimes  be  justified.  Legislation  to  authorize  Domestic  Interna¬ 
tional  Sales  Corporations  and  steps  to  expand  export  credit  facilities  are 
examples  of  such  measures. 

Domtstic  International  Sales  Corporations 

The  provisions  of  American  and  foreign  tax  laws  in  many  cases  have  pro¬ 
vided  an  incentive  for  U.S.  firms  selling  abroad  to  establish  production  facili¬ 
ties  overseas.  U.S.  tax  liability  is  not  incurred  on  income  earned  abroad  until 
it  u  repatriated,  and  effective  foreign  tax  rates  are  often  less  than  those  in 
the  United  States.  Exporters  from  domestic  sources,  on  the  other  hand,  face 
immediate  tax  liability. 

This  imbsdance  has  been  removed  in  part  by  the  Revenue  Act  1971. 
Under  provisions  of  the  new  law  U.S.  exporters  will  be  able  to  enjoy  tax 
treatment  comparable  to  that  of  U.S.  producers  located  abroad.  The  law  pro¬ 
vides  for  formation  of  a  new  type  of  corpK>ration  to  be  known  as  a  Domestic 
International  Sales  Corporation  (DISC) .  Taxes  on  50  percent  of  a  DISC’S 
income  may  be  deferred  indefinitely,  provided  that  95  percent  of  the  DISC’S 
receipts  and  assets  relate  to  qualified  exports.  Loans  to  a  parent  company  to 
finance  research  and  development  expenditures,  inventory  accumulation, 
or  investment  in  plant  and  equipment  can  be  counted  as  export-related  assets. 


so  long  as  the  proportion  which  these  loans  bear  to  total  expenditures  for 
such  piuposes  does  not  exceed  the  proportion  of  the  borrower’s  total  sales  ac« 
counted  for  by  exports.  Dividends  to  DISC  stockholders  are  to  be  fully  taxed. 

The  Adminiatraition’s  1971  prc^)osal  concerning  DISC  underwent  two 
nutjor  changes  in  Congress.  First,  the  100-percent  deferral  originally  re¬ 
quested  by  the  Administration  was  reduced  to  50  percent.  Second,  Congress 
added  a  proviso  to  discourage  a  DISC  from  investing  tax  deferred  income  in 
foreign  production  facilities.  In  the  bill  enacted,  the  tax  deferral  on  any  DISC 
profits  which  ire  lent  to  parent  companies  will  be  terminated  if  such  profits 
are  judged  to  have  been  invested  in  foreign  plant  and  equipment. 

The  potential  for  tax  deferral  in  a  DISC  is  intended  to  provide  U.S.  ex¬ 
porters  with  tax  advantages  similar  to  various  advantages  provided  exporters 
in  other  countries.  The  availability  of  DISC  will  also  blunt  one  incentive 
that  has  existed  for  U.S.  firms  to  locate  production  facilities  abroad  rather 
than  at  home. 

Export  Credit  Facilities 

The  oxnpetitive  position  of  sellers  in  different  countries  for  third-coimtry 
export  markets  is  influenced  by  the  export  credit  facilities  they  can  offer, 
and  many  governments  have  taken  measures  to  provide  especially  advan¬ 
tageous  financing  fen:  exports.  In  the  United  States  export  credit  facilities  are 
influenced  by  general  monetary  policy,  by  various  banking  regulations,  by 
the  (^rations  of  the  U.S.  Export-Import  Bank,  and  by  policies  of  other 
governmental  financing  and  procurement  agencies.  Apart  from  monetary 
and  pricing  [x>licies  which  led  to  an  easing  of  interest  costs  for  all  borrowers 
in  1971,  two  steps  were  taken  which  increased  the  special  credit  facilities 
fcMT  exporting. 

On  August  1 7  legislation  was  enacted  to  exempt  export  credits  from  the 
Voluntary  Foreign  Credit  Restraint  guidelines  administered  by  the  Board 
of  Governors  of  the  Federal  Reserve  System.  The  formula  announced  by  the 
Board  of  Governors  in  November  freed  both  bank  and  nonbank  financial 
institutions  to  expand  their  lending  for  exports.  It  was  also  designed  to 
remove  scxne  existing  or  potential  inequities  among  the  institutions  partici¬ 
pating  in  the  program. 

Emulation  passed  in  August  removed  Export-Import  Bank  receipts  and 
disbursements  from  Federal  unified  budget  totals  and  provided  new  leeway 
for  the  Bank’s  export  financing  activities.  New  short-  and  intermediate-term 
discount  programs,  together  with  activity  under  its  other  programs,  should 
increase  the  Bank’s  total  authorizations  for  loans,  guarantees,  and  insurance 
from  $5.4  billion  in  fiscal  1971  to  $1 1.5  billion  in  fiscal  1973. 

EASING  THE  ADJUSTMENT  TO  IMPORTS 

Changes  in  the  volume  and  compositicxi  of  a  coirntr/s  imports  usually 
reflect  imderlying  changes  in  incomes,  tastes,  or  crxnparative  costs.  The  re¬ 
lease  of  resources  from  industries  that  lose  their  competitiveness  is  offset  by 
expansion  in  industries  that  become  more  competitive.  The  value  of  toital 
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production  is  increased  by  the  reallocation  of  resources  to  \^4iat  have  become 
more  productive  uses. 

In  some  cases,  however,  imports  increase  so  rapidly  that  they  displace 
domestic  resources  faster  than  these  can  be  transferred  to  other  uses.  Public 
policy  cannot  ignore  such  disruptions  to  individual  markets  or  areas,  particu¬ 
larly  if  there  is  general  excess  productive  capacity  and  limited  opportunities 
for  resources  to  shift.  Positive  programs  of  adjustment  assistance  are  then  re¬ 
quired  to  facilitate  the  necessary  transfer  of  resources  into  other  uses  and  to 
ease  the  financial  stress  on  the  workers  and  owners  involved.  The  adjustments 
can  also  be  moderated  by  controlling  the  pace  at  which  imports  are  permitted 
to  increase. 

Moderation  of  imports  through  arrangements  with  the  main  suppliers  is 
a  technique  that  has  been  used  for  several  years  both  here  and  abroad.  U.S. 
steel  imports  are  now  subject  to  such  agreements.  Cotton  textiles  and  certain 
meats  have  been  for  some  time  subject  to  intergovernmental  agreements. 
Government  agreements  to  limit  the  rate  of  growth  of  manmade  and  woolen 
fiber  apparel  and  textiles  were  concluded  in  1971. 

Imports  of  textiles  and  apparel  have  long  constituted  a  special 
problem  for  the  United  States.  On  the  one  hand,  textiles  have  an  important 
place  in  the  budget  of  all  Americans,  and  the  benefits  of  low-cost  imported 
products  are  widely  shared.  On  the  other  hand,  the  2.3  million  persons  em¬ 
ployed  in  the  textile  and  apparel  industry  in  the  United  States  tend  to  have 
characteristics  that  make  adjustment  to  new  employment  especially  difficult. 

The  rate  of  growth  of  cotton  textile  shipments  to  the  United  States  came 
under  regulation  in  the  multilateral  Long  Term  Arrangement  on  Cotton 
Textiles  of  1%2.  Imports  of  yams,  fabrics,  and  apparel  made  of  wool  and 
manmade  fibers,  however,  have  continued  to  grow  at  a  rapid  rate.  The 
volume  of  imp>orts  of  manmade  fiber  textiles  increased  more  than  seven  times 
between  1964  and  1970;  and  in  the  first  6  months  of  1971  the  flow  increased 
almost  80  percent  above  the  level  of  the  corresp<Miding  period  a  year  earlier. 

After  especially  difficult  negotiations,  memoranda  of  understanding  were 
signed  in  October  with  the  governments  of  Japan,  the  Republic  of  China, 
Korea,  and  Hong  Kong,  the  leading  sources  of  supply.  Under  the  terms  of 
these  memoranda,  the  parties  agreed  to  limit  their  exp>orts  of  manmade  fiber 
and  wool  textiles  to  this  country.  The  agreements  limit  the  growth  rates  for 
various  categories  of  these  imports  to  levels  in  the  range  of  5  to  7.5  percent 
per  annum.  Such  rates,  while  much  lower  than  the  growth  rates  recently 
experienced,  still  somewhat  exceed  the  growth  in  the  U.S.  market.  The 
agreements  are  intended,  therefore,  to  provide  time  for  the  domestic  industry 
to  adjust,  while  still  permitting  American  consumers  increasingly  to  enjoy  the 
benefits  of  low-cost  impKjrted  supplies. 

The  use  by  the  United  States  of  voluntary  agreements  with  foreign  gov¬ 
ernments  or  private  groups  to  restrain  shipments  to  the  U.S.  market  has 
some  attractions  over  other  forms  of  import  restraint  such  as  tariff's  or 
import  quotas.  Tariffs  and  quotas  are  often  subject  to  international  treaties 
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and  agreements,  and  further  resort  to  them  may  also  require  legislative 
action.  Restraints  that  are  built  into  law  have  often  become  permanent  even 
when  the  original  need  for  restraint  was  itself  only  a  temporary  one.  In 
contrast,  the  technique  of  requesting  foreign  suppliers  voluntarily  to  limit 
their  sales  in  the  United  States  is  simpler  and  avoids  the  complications 
of  law. 

However,  voluntary  agreements  also  have  serious  disadvants^es.  While 
the  limitation  of  foreign  supplies  in  the  U.S.  market  lifts  domestic  prices 
for  the  goods  above  what  they  would  otherwise  have  been,  thereby  providing 
the  intended  relief  to  domestic  sellers,  the  higher  prices  that  Ameri¬ 
can  users  pay  in  this  instance  are  not  offset  through  the  higher  government 
tax  revenues  that  would  have  been  collected  had  higher  tariffs  been  used  to 
achieve  the  same  purpose.  It  is  also  not  clear  that  voluntary  agreements  are 
always  easy  to  remove.  In  order  to  make  the  restraints  operative,  suppliers 
need  to  coordinate  their  production  and  sales  plans.  In  the  past,  export 
restraint  mechanisms  have  frequently  been  used  as  instruments  of  monopoly 
power.  Dissolving  them  has  without  exception  been  extraordinarily  dif¬ 
ficult.  The  fact  that  they  originate  now  under  duress  from  the  buyers  rather 
than  from  the  volition  of  sellers  may  not  in  the  end  change  their  character. 

There  is  a  more  fundamental  danger  in  too  widespread  a  use  of  the  export 
restraint  technique.  This  is  the  additional  threat  it  poses  to  hopes  for 
a  world  organized  predominantly  (xi  free-enterprise  principles.  Market- 
oriented  societies  can  be  efficient  and  progressive  when  competitive 
forces  are  present  to  inhibit  the  exercise  of  arbitrary  power.  But  com¬ 
petition  requires  nurture.  Voluntary  agreements  which  encourage 
foreign  sellers  to  organize  in  order  to  restrain  their  American  sales 
foster  those  cartels  and  exporters’  organizations  which  we  have  for  many 
years  sought  to  eliminate.  Clearly  voluntary  agreements  need  to  be  used  with 
circumspection. 

The  need  to  protect  U.S.  industries  from  market  disruptions  in  the  near 
future  will  be  reduced  significantly  by  the  recent  realignment  of  currencies. 
Products  imported  from  Japtan  and  many  Western  Europ>ean  countries  will 
be  higher  priced  in  U.S.  markets  as  a  result  of  the  revaluations  of  these 
currencies.  At  the  same  time,  the  impetus  to  U.S.  export  industries  from 
the  currency  realignments,  together  with  the  general  thrust  of  economic 
expansion,  will  provide  more  varied  and  more  productive  alternative  uses 
for  resources  now  employed  in  the  industries  most  vulnerable  to  impwrts. 

AGRICULTURAL  TRADE 

International  trade  in  agricultural  commodities  continues  to  be  impeded  by 
a  variety  of  import  restrictions.  The  economic  and  social  conditions  in  nearly 
every  major  industrialized  country  present  serious  problems  of  adjustment  for 
resources  employed  in  agriculture,  quite  apart  from  international  trade 
considerations.  Most  governments  have  responded  to  this  problem  by 
adopting  domestic  price-support  measures  that  are  supplemented  by  restiic- 
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tive  trade  policies.  Tensions  over  these  policies  have  been  growing  and  sur¬ 
faced  prominently  in  1971. 

Unlike  trade  in  manufactured  products,  agricultural  trade  received  little 
substantive  attention  in  the  successive  rounds  of  negotiations  which  re¬ 
duced  international  tariff  barriers  in  the  postwar  years.  Indeed,  many  de¬ 
veloped  countries,  including  the  United  States,  pursued  domestic  agricultural 
policies  that  resulted  in  an  increased  level  of  protection  against  agricultural 
imports.  This  was  particularly  true  in  the  European  Community,  where 
internal  prices  have  been  pegged  substantially  above  import  prices  through  a 
complex  system  of  import  levies  and  export  subsidies. 

During  1971  the  United  Kingdom,  partly  in  preparation  for  EC  mem¬ 
bership,  moved  from  a  consumer-oriented,  relatively  liberal,  imp>ort  policy 
toward  the  EC  system  by  raising  minimum  imp>ort  prices  on  grains  and  other 
commodities.  The  support  price  to  Japanese  rice  producers  was  nearly  dou¬ 
bled  during  the  1960’s  and  is  one  reason  why  Japan  is  no  longer  a  significant 
importer  but  instead  faces  burdensome  rice  surpluses. 

The  United  States  has  a  significant  comparative  advantage  in  many 
i^ricultural  products  and  therefore  has  a  clear  interest  in  reducing  existing 
impediments  to  trade  in  these  products.  It  is  also  clear  that  price-supp)ort 
techniques  now  used  in  most  industrial  countries,  including  the  United 
States,  are  major  impediments  to  the  development  of  freer  trade  in 
agriculture. 

Agricultural  support  policies  in  the  United  States  have  been  substantially 
modified  in  recent  years.  Direct  payments  have  been  substituted  for  high 
price  supports  for  major  grains  and  cotton,  commodities  that  are  traditionally 
expxuted.  This  change  has  permitted  market  forces  to  have  more  influence 
over  actual  prices  and  has  reduced  the  necessity  for  large  expxjrt  subsidies  and 
import  restrictions.  The  Agricultural  Act  of  1970  extends  these  reforms  and 
improves  up>on  them  by  giving  farmers  greater  freedom  in  their  planning 
decUions. 

Despite  these  reforms  a  number  of  commodities  ccwitinue  to  receive  sup¬ 
port  through  the  price  mechanism,  and  px)se  problems  for  a  liberal  trade 
pxJicy.  Price  supp>orts  for  milk,  for  example,  have  been  increased  over  50 
percent  in  the  past  6  years.  Partly  for  this  reason  and  partly  because  erf  distor¬ 
tions  in  world  markets  caused  by  similar  programs  abroad,  most  dairy 
imports  are  now  subject  to  quotas.  Four  additional  dairy  products  were 
brought  under  quotas  beginning  in  1971.  Also,  like  most  developed  countries, 
the  United  States  maintains  a  sugar  program  that  encourages  domestic 
prexluction  through  high  internal  prices.  Quotas  limit  imports  and 
thereby  support  internal  prices.  The  U.S.  sugar  program  was  extended 
for  3  years  in  1971.  Several  traditional  expert  commodities  are  sup¬ 
ported  by  limitaticHis  on  production  and  substantial  export  subsidies. 
About  60  percent  of  our  rice  production,  for  instance,  is  exported  with  the 
aid  of  export  subsidies  and  concessional  sales  to  developing  countries. 
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There  u  now  realization  that  agricultural  trade  is  an  important  item  on 
the  negotiating  agenda.  There  is  also  agreement  that  freer  trade  in  agricul¬ 
tural  products  can  occur  only  if  the  basic  problem  of  agricultural  adjustment 
and  the  techniques  for  providing  assistance  to  farmers  are  dealt  with  in  an 
international  context.  As  the  President’s  Commission  on  International  Trade 
and  Investment  Policy  stated,  “the  time  is  ripe  for  a  concerted  international 
effort  to  deal  with  all  aspects  of  the  problem  including,  in  ptarticular,  the 
levels  and  techniques  of  agricultural  support.” 

The  Commission’s  analysis,  and  work  done  elsewhere,  suggest  the  frdlow- 
ing  important  guidelines  for  future  negotiations  on  agricultural  trade: 

— Discussions  over  agricultural  trade  policies  will  be  unproductive 
until  domestic  techniques  of  support  are  modified. 

— New  policies  will  be  needed  to  aid  the  adjustment  of  some  resoiupces, 
particularly  low-income  workers,  to  more  productive  and  higher  in¬ 
come  pursuits. 

— ImpxMting  countries  must  participate  with  exporting  countries  in  fa¬ 
cilitating  adjustment  if  an  improvement  in  the  international  use  of 
resources  is  to  be  obtained. 

— While  each  country  must  be  free  to  provide  income  assistance  to  those 
employed  in  agriculture,  the  mechanisms  for  this  assistance  should 
minimize  interference  with  production,  consumption,  and  trade. 

EAST-WEST  TRADE 

The  widening  of  the  p>olitical  dialogue  between  the  United  States  and 
Communist  nations  in  1971  was  accompanied  by  trade  expansion  measures. 

Commercial  relations  between  state-controlled  and  free-enterprise  econ¬ 
omies  present  problems  unlike  those  which  are  experienced  in  trade  between 
predominantly  market-oriented  economies.  Private  firms,  for  example,  can 
be  at  a  disadvantage  in  dealing  with  large  state-trading  agencies,  and  legal 
recourse  by  individual  firms  against  foreign  states  may  be  difficult.  It  is 
awkward  to  apply  commercial  pwlicy  codes  that  have  been  negotiated  among 
governments  of  market-oriented  countries — such  as  those  embodied  in  the 
General  Agreement  on  Tariffs  and  Trade — to  rigorously  socialized  states. 
And  the  Conrununist  countries  can  more  readily  employ  economic  relation- 
ship>s  for  political  ends  than  is  p>ossibie  for  the  free-enterprise  states.  Further¬ 
more,  legislation  in  the  United  States  and  elsewhere  places  restrictions  on 
private  and  public  trade  and  credit  in  connection  with  Communist  coun¬ 
tries.  And  regulations  in  both  the  Communist  countries  and  the  West  restrict 
the  movement  of  trade  representatives.  Finally,  the  Communist  states  are 
not  party  to  a  number  of  important  international  economic  organizations  and 
conventions. 

Several  significant  changes  occurred  in  U.S.  trading  relationships  with 
the  Communist  countries  in  1971.  The  President’s  announcements  that  he 
would  visit  Peking  and  Moscow  in  1972  were  preceded  by  a  proclamaticm 
in  June  lifting  the  embargo  on  imports  from  the  People’s  Republic  of  China 
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and  freeing  a  kmg  list  U.S.  goods  for  export  to  that  area.  A  require¬ 
ment  that  50  percent  of  U.S.  exports  of  wheat,  flour,  and  other  grains  to 
Eastern  Europe  and  the  Soviet  Union  be  carried  in  U.S.  vesiek  was  also 
lifted.  The  termination  of  this  requirement  facilitated  the  sale  in  November 
of  over  $125  million  in  U.S.  feed  grains  to  the  Soviet  Uni<m — the  fint  such 
grain  sales  since  1964.  An  amendment  to  the  Export-Import  Bank  Act  in 
August  authorized  the  President  to  extend  Export-Import  Bank  credits  to 
further  exports  to  C!ommunist  coimtries  when  he  finds  this  to  be  in  the 
national  interest.  In  his  first  use  of  this  auth(»ity,  the  President  directed  the 
Bank  to  participate  in  financing  exports  to  Rumania. 

Two  Soviet  Deputy  Ministers  <rf  Foreign  Trade  visited  the  United  States 
in  1971,  and  at  the  end  of  the  year  the  U.S.  Secretary  Commerce  led 
a  trade  delegation  from  this  country  to  Moscow  and  Warsaw.  U.S.-Soviet 
talks  on  trade  and  shipping  are  to  be  continued  in  1972. 

GENERALIZED  PREFERENCES  FOR  EXPORTS  OF  DEVELOPING 
COUNTRIES 

'  In  October  1969  the  President  voiced  his  support  for  the  adoption  by  adl 
devdoped  countries  oi  a  liberal  system  of  generalized  tariff  preferences  (or 
the  exports  of  lower-income  countries.  The  step  is  seen  as  a  means  of  facilitat¬ 
ing  the  economic  growth  less  developed  areas  by  encouraging  their  inte- 
g^tion  into  an  interdependent  world  economy.  It  is  also  a  means  of  reversing 
the  trend  toward  specialized  preferences  whereby  a  limited  number  of  devd- 
oping  countries  have  secured  access  to  the  markets  of  particular  developed 
countries,  especially  those  in  the  European  Community.  All  too  often  this 
has  occurred  in  conjunction  with  “reverse  preferences”  which  open  the 
developing  countries’  markets  in  a  discriminator)'  way.  Pix^XMals  made  by 
the  members  of  the  OECD  were  accepted  in  1970  by  the  United  Nations 
General  Assembly  as  a  “mutually  acceptable”  basis  for  the  establishment  of 
a  generalized  preference  system.  The  European  Community  and  Japan  have 
initiated  systems  based  on  their  proposals. 

Action  on  Generalized  Preferences  by  the  United  States  was  delayed  in 
1971  by  the  unsatisfactory  state  of  the  balance  of  payments.  The  agreement 
of  December  18  on  exchange-rate  realignment,  in  moderating  the  potential 
balance-(^-payments  problem  for  the  near  future,  enabled  the  President  on 
December  21  to  announce  his  intenticm  to  submit  Generalized  Preference 
legislation  to  Congress  in  1972. 

A  POSITIVE  PROGRAM  FOR  FREER  TRADE 

In  international  trade,  as  in  domestic  trade,  increased  specialization  and 
exchange  offer  prospects  for  large  gains  in  productivity.  Impmrts  enrich  both 
consumption  and  investment  by  increasing  the  variety  of  products  available 
to  users  and  by  lowering  their  costs.  At  the  same  time  imports  into  a  country 
provide  the  funds  with  which  other  countries  can  purchase  its  exports.  Re- 
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ductions  in  impediments  to  freer  flows  of  trade,  therefore,  lead  to  higher 
standards  of  living  which  are  widely  shared. 

To  prevent  the  changes  in  patterns  of  production  and  consumption  which 
accompany  a  growing  interchange  of  goods  and  services  from  being  disrup* 
dve,  it  is  important  that  market  adjustments  of  two  kinds  take  place 
efficiently; 

1.  When  imbalances  develop  between  the  g^wth  of  exports  and  imports, 
and  if  these  lead  to  an  overall  payments  imbalance,  a  mechanism  is  neces¬ 
sary  to  bring  about  corrections.  Variations  of  international  exchange  rates, 
by  realigning  costs  and  prices  among  countries,  constitute  one  very  efficient 
process. 

2.  When  changes  in  demand  patterns  call  for  changes  in  the  patterns 
of  production  and  employment,  a  mechanism  of  internal  adjustment  is 
needed  to  make  sure  that  capital  and  labor  in  industries  which  lose  market 
position  can  shift  readily  to  growing  opportunities  in  other  fields. 

In  1971  the  United  States  initiated  major  steps  to  improve  both  of  these 
forms  of  adjustment.  Important  meuures  were  taken  in  the  international 
monetary’  field,  notably  a  significant  realignment  of  exchange  rates  and  a 
broadening  of  the  band  within  which  exchange  rates  can  move  freely. 
In  the  domestic  economy,  general  policies  were  adopted  to  curb  inflation 
and  to  expand  economic  activity  and  employment  opportunities,  and  work 
was  begun  to  develop  broader  arrangements  for  assisting  adjustment  by 
firms  and  woi4rers  affected  by  the  liberalization  of  trade. 

Measures  were  also  taken  which  can  enhance  the  contribution  which  two 
major  sectors  of  the  economy  make  to  exports. 

One  of  these  sectors  is  high-technology  industry.  Such  industries  require 
large  investments  in  research  and  development.  This  Nation’s  comparative 
advantage  in  the  sector  depends  on  its  continued  techrwlogical  leadership. 
To  maintain  this  leadership  the  Administration  has  developed  proposals  to 
stimulate  research  and  development  investment. 

The  other  sector  is  agriculture.  The  potential  for  U.S.  agricultural  exports 
is  not  now  realized  because  serious  impediments  bar  the  way  to  increased 
trade  in  agricultural  products,  mainly  in  the  form  of  high  price  supports  in 
important  markets  abroad.  While  U.S.  agricultural  policy  has  been  substan¬ 
tially  revised  in  recent  years,  away  from  high  price  support  programs,  cor¬ 
responding  action  has  not  been  taken  in  other  countries.  Negotiations  are  in 
progress  which  have  as  their  goal  the  reduction  of  impediments  to  agricul¬ 
tural  trade. 

Most  of  the  ptostwar  growth  in  international  trade  has  come  from  in¬ 
creased  exchange  of  manufactured  products,  and  it  has  taken  place  among 
the  developed  nations  of  the  world.  As  less  developed  countries  move  away 
from  heavy  reliance  on  primary  production  into  manufacturing  activities, 
they  too  will  need  to  participate  more  actively  in  the  interchange  of  manu¬ 
factures.  Agreement  has  been  reached  among  the  developed  countries  of 
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the  worid,  and  between  them  and  less  developed  countries,  cm  a  program 
throu^  which  exploits  from  less  developed  countries  will  be  given  prefer¬ 
ential  treatment  in  developed  coimtry  markets.  In  the  implementation  of 
this  program  the  United  States  is  seeking  to  minimize  the  discrimination 
which  developed  countries  apply  to  such  impiorts  by  source  and  to  eliminate 
the  practice  by  which  “reverse  preferences”  have  been  granted  by  some  of 
the  developing  countries  to  some  developed  ones.  Legislation  to  implement 
a  U.S.  program  in  this  area  is  in  prepiaration. 

Over  the  piast  20  years  the  major  econranies  of  the  world,  including  the 
United  States,  have  enjoyed  very  high  rates  of  growth  in  outpiut  and  income. 
These  rates  have  been  higher  than  anyone  predicted  at  the  end  of  Worid 
War  II  and  clearly  higher  than  could  have  been  predicted  on  the  basis 
expierience  prior  to  that  time.  One  reason  that  these  gains  have  been  pxMsible 
has  been  the  rapid  expiansion  in  the  interchange  of  goods  and  services  that 
has  been  brought  about  by  a  steady  dismantling  of  impiediments  to  inter¬ 
national  trade. 

Continued  progress  toward  further  reductions  in  existing  barriers  will 
require  piositive  policies  by  both  the  United  States  and  its  trading  piartners. 
The  international  monetary  arrangements  will  have  to  be  made  more  flex¬ 
ible  to  acccnnmodate  unpredictable  changes  in  world  production  and  con¬ 
sumption  piattems.  At  the  same  time  domestic  and  international  policies  will 
have  to  provide  a  milieu  of  expanding  employment  opportunities  in  order 
to  facilitate  the  reabsorption  of  resources  displaced  by  change. 

If  both  sets  of  policies  are  successful,  the  shifts  which  result  from  change 
will  cease  to  be  feared  as  harmful  dislocations  and  will  be  recognized  as  part 
of  a  desirable  movement  toward  higher  economic  benefits  in  which  most 
people  share. 
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LETTER  OF  TRANSMITTAL 


Council  of  Economic  Advisers, 
fVashington,  D.C.,  December  30, 1971. 

The  President: 

Sir:  The  Council  of  Economic  Advisers  submits  this  report  on  its  activi¬ 
ties  during  the  calendar  year  1971  in  accordance  with  the  requirements  of 
the  Congprss,  as  set  forth  in  Section  4(d)  of  the  Employment  Act  of  1946. 
Respectfully, 


Paul  W.  McCracken, 

Chairman. 


Ezra  Solomon. 
Herbert  Stein. 


Report  to  the  President  on  the  Activities  of  the 
Council  of  Economic  Advisers  During  1971 

During  1971  a  far-reaching  program  in  economic  policy  was  put  in  place, 
the  most  far-reaching  in  the  postwar  period.  The  Ck>uncil  contributed  to  the 
formulation  and  implementation  of  this  program  and  also  continued  to 
participate  in  many  policy-oriented  activities  of  Government. 

Significant  changes  in  the  membership  of  the  Council  took  place  during 
the  year.  Hendrik  S.  Houthakker  resigned  in  July  to  return  to  his  position  as 
Professor  of  EconcHnics  at  Harvard  University.  He  was  succeeded  by  Ezra 
Solomon,  whose  appointment  was  confirmed  by  the  Senate  on  June  17. 
Mr.  Solomon  is  on  leave  from  Stanford  University,  where  he  is  the  Dean 
Witter  Professor  of  Finance. 


Past  Council  Members  and  their  dates  of  service  are  listed  below 


Naaia 

Pasitioa 

Oath  a(  ofllca  date 

Vica  Cbairaiaa . 

Ha—m bur  2,  1040  . 

May  10.  lOSO . 

Joha  0.  Clarfc . 

August  0, 1S4( . 

Mav  10.  iOSO . 

■w'T'm”'— — Ml 

March  10, 10S3 . 

Nail  H.  Jacoby . 

Dacambor  2.  iOSS _ 

Rayawad  J.  Saulaiar . 

■-ffil mi  ■-i-IMi  1  1  1  1  1  1 

1  1 1 1 1 1 

1 V  ^  ilttl  1  1 1 1 1 1 

Paul  W.  McCrKkaa . 

M  1 1 1 1 1 1 1 

Jaaiat  Tobia . 

Mambar . 

Karniit  Gordoa . 

Mambar . 

Walter  W.  Hollar . 

HI 

May  17, 1083 . 

Fabruaty  IS,  1081 . 

Fabruaty  2, 1086 . 

Fabruaty  IS,  1088 . 

July  1, 1068 . 

Haadrik  S.  Houthakker . 

Mambar . 

Fabruary  4, 1080 . 

S«par«tiM  date 


Novambar  1,  ltdS. 


Jaaaanr  20, 10S3. 

Ftbraary  11,  lfS3. 
Aaiutt  20,  list. 
Jiauary  20,  IMS. 
OacaaiM  i,  lOSt. 
FtbnMor  0,  loss. 
April  20, 10». 

Jawiary  20, 1011. 
OctebarOl.lOSB. 
Jaauary  31.  lOSO. 
Jaaaary  20.  lOSl. 
Jaaaanr  20, 1011. 
July  31. 1002. 
Dacawbar  Zl.  1082. 
Naaawbtf  IS,  1084. 

Ftbraaiy  IS,  1088. 
August  31,  1084. 
Fabfuary  f.  1088. 

Jaaaary  20^0n. 
Juaa  30, 1068. 
Jaauary  20, 1080. 
Jaauaiy  20, 1080. 
July  IS,  1071. 


Paul  W.  McCracken,  Chairman  from  February  1969,  resigned  to  return 
to  the  chair  of  Edmund  Ezra  Day  University  Professor  of  Business  Adminis¬ 
tration  at  the  University  of  Michigan,  his  resignation  taking  effect  on  Janu¬ 
ary  1,  1972.  The  President  designated  Herbert  Stein,  also  a  Member  of  the 
Council  from  February  1969,  to  succeed  Mr.  McCracken  as  Chairmsm. 
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ECONOMIC  POLICYMAKING  AND  THE  COUNCIL  OF 
ECONOMIC  ADVISERS 


I 


RESPONSIBILITIES  OF  THE  COUNCIL 

The  central  responsibilities  of  the  Council  continued  to  be  to  provide  the 
President  with  information  and  analysis  of  economic  conditions,  to  evaluate 
economic  policy,  and  to  make  recommendations  designed  to  foster  the  goals 
of  the  Employment  Act  of  1946.  In  this  act  the  Congress  has  declared  that 
“it  is  the  continuing  policy  and  responsibility  of  the  Federal  Government 
to  use  all  practicable  means  consistent  with  its  needs  and  obligations  and 
other  essential  considerations  of  national  policy  ...  to  promote  maximum 
employment,  production,  and  purchasing  power.”  The  challenge  of  eco¬ 
nomic  policy  in  1971  was  to  make  progress  toward  the  stipulated  objectives 
of  the  Employment  Act  while  at  the  same  time  recognizing  such  “other  essen¬ 
tial  considerations  of  national  policy”  as  strengthening  the  basis  for  a  more 
stable  price  level  and  improving  our  external  payments  position. 

The  President  is  kept  informed  of  economic  developments  and  of  the 
Council’s  views  through  personal  discussions  and  memoranda  from  the 
Chairman.  Presentations  and  written  comments  are  also  made  to  the  Cabi¬ 
net  and  Domestic  Affairs  Council,  the  Cabinet  Committee  on  Economic 
Policy,  the  “Troika,”  the  “Quadriad,”  other  Administration  officials,  and 
the  Congress.  Such  communications  reflect  a  continued,  careful  monitoring 
of  current  economic  developments  and  projections  by  the  use  of  a  variety  of 
statistical  and  analytical  tools. 

The  Council  staff  works  with  other  agencies  to  appraise  existing  activi¬ 
ties  of  the  Federal  Government  and  to  develop  new  programs.  It  also  reviews 
bills  proposed  for  action  by  the  Congress  and  submits  recommendations.  The 
Council’s  recommendations  give  particular  attention  to  economic  implica¬ 
tions  of  prospective  programs  and  actions.  During  1971,  the  Council  for¬ 
mally  expressed  opinions  on  about  200  bills  in  various  stages  of  the  legislative 
process. 

As  in  previous  years,  the  Council  and  its  staff  participated  in  the  Admin¬ 
istration’s  examination  and  formulation  of  programs  and  policies  in  many 
areas.  These  w’ere  directed  toward  such  matters  as  energy,  environmental 
quality,  international  trade  and  finance,  research  and  development,  trans¬ 
portation,  trade  adjustment  assistance,  and  assistance  to  communities  af¬ 
fected  by  defense  cutbacks.  The  Council  also  provided  leadership  to  inter¬ 
agency  studies  of  the  problems  in  particular  industries  and  in  relation  to 
particular  products,  notably  steel  and  timber. 

In  addition  to  this  variety  of  ongoing  activities,  the  Council  helped  to 
design  the  comprehensive  new  economic  program  that  was  instituted  to 
deal  simultaneously  with  domestic  and  international  problems  affecting  the 
U.S.  economy.  Subsequent  to  its  adoption,  members  and  the  staff  helped  to 
resolve  questions  which  arose  early  in  the  operation  of  the  new  program,  to 
explain  the  program  to  the  public,  and  to  develop  the  policies  further. 


182 


POLICY  COORDINATION 

The  Council  and  its  staff  maintained  close  contact  with  other  Govern¬ 
ment  officials  in  order  to  share  viewpoints  and  coordinate  policy  activities. 
Communication  between  the  Treasury  Department,  the  Office  of  Manage¬ 
ment  and  Budget,  and  the  Council  of  Economic  Advisers  continued  to  be 
closely  coordinated.  The  Secretary  of  the  Treasury,  the  Director  of  the 
Office  of  Management  and  Budget,  and  the  Chairman  of  the  Council, 
known  collectively  as  the  “Troika,”  met  frequently  to  discuss  economic 
developments  and  policy  issues.  There  are  also  second-  and  third-tier  Troika 
groups.  The  second  tier  consists  of  one  of  the  other  two  Council  Members, 
the  Assistant  Secretary  of  the  Treasury  for  Economic  Policy,  and  the 
Economist  for  the  Office  of  Management  and  Budget.  The  third  tier  com¬ 
prises  senior  staff  economists  from  the  three  agencies.  Memoranda  on  the 
outlook  were  prepared  p>eriodically  in  1971  by  the  latter  group  and  sub¬ 
mitted  to  the  second  tier  of  the  Troika  for  approval  before  transmission  to 
the  three  agency  heads.  The  President  met  regularly  with  the  Troika,  and 
from  time  to  time  the  Chairman  of  the  Board  of  Governors  of  the  Federal 
Reserve  System  joined  Troika  meetings,  thus  forming  the  “Quadriad.” 

One  of  the  vehicles  for  coordinating  broad  economic  p)olicies  within  the 
Executive  Office  is  the  Cabinet  Committee  on  Economic  Policy,  established 
by  Executive  Order  of  the  President  on  January  24,  1%9.  Members  include 
the  President,  the  Vice  President,  the  Secretaries  of  the  Treasury,  Agri¬ 
culture,  Commerce,  Labor,  and  Housing  and  Urban  Development,  the 
Director  of  the  Office  of  Management  and  Budget,  the  Chairman  of  the 
Council  of  Economic  Advisers,  and  the  Deputy  Under  Secretary  of  State 
for  Economic  Affairs.  The  Chairman  of  the  Council  of  Ek:onomic  Advisers 
coordinates  the  work  of  the  Committee. 

In  1971  the  Chairman  of  the  Council  continued  to  serve  as  a  member  of 
the  Domestic  Affairs  Council  and  as  Chairman  of  its  Subconunittee  on 
the  National  Energy  Situation.  The  Chairman  also  served  as  a  member  of 
the  Property  Review  Board,  the  National  Commission  on  Productivity,  the 
Defense  Programs  Review  Committee,  and  the  Regulations  and  Purchasing 
Review  Board.  Reflecting  the  Council’s  wide  range  of  interests,  the  other 
two  members  and  the  Senior  Staff  Econcxnists  also  participated  in  a  number 
of  interagency  committees,  task  forces,  and  study  groups. 

The  Council’s  active  role  in  the  development  of  the  new  economic  pro¬ 
gram  began  with  the  meetings  that  preceded  the  President’s  address  on 
August  15.  The  Chairman  served  as  Vice  Chairman  of  the  Cost  of  Living 
Council  and,  during  the  period  of  the  freeze,  as  Chairman  of  the  Executive 
Policy  Committee  of  the  Cost  of  Living  Council.  Mr.  Stein  headed  the  Task 
Force  of  the  Cost  of  Living  Council  which  prepared  recommendations  to 
the  Council  for  a  program  to  follow  the  freeze. 

The  Council  of  Economic  Advisers  testified  several  times  during  the  year 
before  the  Joint  Economic  Committee,  a  committee  with  which  the  Council 
has  a  particularly  close  association.  In  accordance  with  annual  practice. 
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testimony  on  the  economic  outlook  was  presented  by  the  three  Council 
Members  on  February  5  following  submission  of  the  Economic  Report  to 
Congress.  On  February  18  the  Chairman  joined  the  Secretary  of  the  Treas¬ 
ury  and  the  Director  the  Office  of  Management  and  Budget  in  testimony 
before  the  Senate  Appropriaticxis  Conunittee;  similar  testimony  was  given 
before  the  House  Appropriaticxis  Committee  on  February  24.  The  Chairman 
appeared  before  the  Subcommittee  on  Foreign  Economic  Policy  of  the  Joint 
Economic  Committee  on  Jime  29  to  discuss  issues  related  to  the  role  of  the 
United  States  in  the  world  economy.  Testimony  was  also  given  by  the  Chair¬ 
man  and  by  Mr.  Stein  before  the  Joint  Economic  Committee  on  July  8 
concerning  the  state  of  the  economy  at  midyear,  and  on  August  30  the  Chair¬ 
man  testified  concerning  the  new  program  for  domestic  and  international 
economic  policy.  In  addition,  the  Chairman  presented  testimony  on  June  15 
to  the  Senate  Committee  on  Interior  and  Insular  Affairs  in  regard  to  the 
national  energy  situation;  and  on  December  7  he  appeared  before  the 
House  Public  Works  Committee  to  discuss  issues  involved  in  amending  the 
Federal  Water  Pollution  Control  Act. 

In  the  international  sphere,  Council  Members  and  staff  took  part  in 
meetings  of  the  Eccmomic  Policy  Committee  of  the  Organization  for  Eco¬ 
nomic  Coc^ration  and  Development.  The  Chairman  of  the  Council  was 
again  head  of  the  U.S.  delegation  to  meetings  of  the  Economic  Policy  Com¬ 
mittee,  and  in  1971  he  served  this  Committee  as  Vice  Chairman.  Through 
this  Committee,  member  nations  seek  better  understanding  and  coordination 
of  their  domestic  economic  policies.  The  Council  Members  and  Senior  Staff 
Economists  also  prarticipated  in  several  subcommittees  of  the  Economic 
Policy  Committee,  including  Working  Party  III  on  the  balance  of  payments 
and  international  financial  problems,  the  Working  Party  Group  on  Short- 
Term  Ex;onomic  PiDspects,  Working  Party  IV  on  inflation,  Working  Party 
II  on  promotion  of  long-term  economic  growth,  and  the  Manpower  and 
Social  Affairs  Committee  on  problems  and  policies  relating  to  manpower 
and  the  labor  market. 

The  Chairman  of  the  Council  was  also  a  member  of  the  U.S.  delegation 
which  engaged  in  joint  Cabinet  discussions  with  Japan  in  September. 

NATIONAL  COMMISSION  ON  PRODUCTIVITY 

The  National  Commission  on  Productivity  was  established  by  the  Presi¬ 
dent  in  June  1970  to  recommend  ways  to  improve  productivity  in  the  Ameri¬ 
can  economy.  Members  represent  industry,  labor,  agriculture,  the  public, 
and  State,  local,  and  Federal  governments.  The  Director  of  the  Office  of 
Management  and  Budget  acts  as  Chairman.  Other  Federal  Government 
representatives  are  the  Secretaries  of  the  Treasury,  Commerce,  and  Labor, 
the  Chairman  of  the  Council  of  Economic  Advisers,  and  the  Special  Assistant 
to  the  President  for  Consumer  Affairs.  The  staff  of  the  Commission  at  the 
end  of  1971  included  an  Executive  Director  and  three  other  professional 
members.  The  Commission  received  administrative  services  fiXMn  the  Coun¬ 
cil  of  Economic  Advisen,  and  its  budget  was  included  in  the  budget  of  the 
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Council  in  fiscal  year  1972.  The  Economic  Stabilization  Act  (rf  1970,  as 
amended  and  extended  in  December  1971,  sets  forth  a  number  of  objectives 
for  the  Commission  and  contains  authcMization  for  appropriations  to  carry 
out  its  activities  during  the  period  ending  April  30, 1973. 

PUBLICATIONS 

The  annual  Economic  Report  is  the  principal  means  by  which  the  Coun¬ 
cil  provides  the  public  with  information  and  analysis  of  economic  conditions 
and  policies.  About  50,000  copies  of  the  February  1971  Economic  Report 
have  been  distributed.  The  Statistical  Office  of  the  Council  prepares  Eco¬ 
nomic  Indicators,  w^ich  is  issued  monthly  by  the  Joint  Economic  Commit¬ 
tee.  Approximately  10,000  copies  of  this  publication  are  currently  circulated. 

NEEDED  LEGISLATION 

The  Employment  Act  of  1946  requires  that  the  Economic  Report  be 
transmitted  to  the  Congress  not  later  than  January  20  of  each  year.  It  is 
also  a  statutory  requirement  that  the  Budget  be  sent  to  the  Congress  “during 
the  first  15  days  of  each  regular  session”;  cust<Hnarily  the  Economic  Report 
is  presented  a  few  days  after  the  Budget.  The  fact  that  in  recent  years  the 
Congress  has  not  convened  until  after  mid-January,  however,  has  resulted 
in  a  later  date  for  the  transmission  of  the  Budget  and  hence  fcMr  the  Economic 
Report  as  well.  These  later  dates  for  the  convening  of  the  Congress  and  the 
transmission  of  the  Budget  have  repeatedly  necessitated  a  joint  resolution  of 
the  Congress  to  permit  the  Economic  Report  to  be  presented  after  the  statu¬ 
tory  deadline  of  January  20.  Accordingly,  it  would  be  advisable  to  amend 
the  Employment  Act  of  1946  to  provide  that  the  Economic  Report  shall  be 
transmitted  to  the  Congress  not  later  than  15  days  after  the  Budget.  This 
would  retain  the  desirable  features  of  a  deadline,  but  would  automatically 
ensure  its  consistency  with  whatever  date  the  Congress  might  set  to  convene. 

PUBLIC  CONTACTS 

From  time  to  time  during  the  year  the  Council  met  with  groups  of 
academic,  business,  and  labor  economists  to  discuss  questions  mutual 
interest.  Many  individuals,  including  businessmen,  labor  leaders,  foreign 
visitors,  students,  and  educators,  also  visited  Council  Members  for  discus¬ 
sions.  Another  im{x>rtant  channel  of  communication  was  the  substantial 
number  of  speeches  on  economic  developments  and  policy  made  through¬ 
out  the  year  by  Council  Members  and  Senior  Staff  Eccmomists.  Finally, 
continuing  contacts  were  maintained  with  representatives  of  the  news  media 
through  personal  interviews  and  telephone  conversations. 

ORGANIZATION  AND  STAFF  OF  THE  COUNCIL 
OFFICE  OF  THE  CHAIRMAN 

The  Chairman  is  responsible  for  reporting  the  Council’s  views  to  the 
President,  as  officially  provided  by  the  Employment  Act,  as  amended  by 
Reorganization  Plan  No.  9  in  1953.  This  duty  was  discharged  through 
direct  consultations  with  the  President  and  written  comments  on  economic 
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developments  and  policy  considerations.  The  Chairman  also  represented 
the  Council  at  Cabinet  meetings  and  at  many  other  formal  meetings  and 
other  contacts  with  Government  officials.  He  also  exercised  ultimate  respon* 
sibility  for  directing  the  woric  of  the  professional  staff. 

COUNCIL  MEMBERS 

The  other  two  Council  Members  directly  supervised  the  work  of  the 
professional  staff.  Although  the  Council  is  not  organized  into  departments, 
there  has  been  an  informal  division  of  responsibilities  by  subject  area. 
Mr.  Stein’s  areas  in  1971  included  forecasting  and  analysis  of  econconic  ccmdi- 
tions,  medium-term  economic  projections,  fiscal  policy  and  taxation.  Federal 
budget  matters.  Federal  credit  programs,  monetary  |X)licy,  financial  institu¬ 
tions,  welfare  and  social  security,  agriculture,  defense,  manpower,  and 
wages  and  industrial  relations. 

Responsibility  for  directing  the  work  in  international  finance  and  trade 
policy,  foreign  aid  and  economic  development,  transpK>rtation  and  regulated 
industries,  individual  price  behavior,  technology,  environment,  antitrust, 
health  and  education,  housing,  private  finance,  energy,  and  urban 
and  regional  problems  was  handled  by  Mr.  Solomon  in  1971  after 
Mr.  Houthakker  resigned. 

PROFESSIONAL  STAFF 

At  the  end  of  1971  the  professional  staff  consisted  of  14  Senior  Staff 
Economists,  two  Statisticians,  five  Junior  Economists,  and  two  Research 
Assistants.  Members  of  the  professional  staff  were  responsible  for  economic 
analyses  and  policy  recommendations  in  major  subject  areas  involving  the 
Council’s  interests  and  resporuibilities.  In  addititm.  Staff  Economists  carried 
out  many  different  Council  and  interagency  assignments  requiring  a  broad 
application  of  their  general  knowledge  and  analytical  skills.  The  profesuonal 
staff  and  their  special  fields  at  the  end  of  the  year  were: 

Stnior  Staff  Economists 


John  D.  Darroch .  Prices  and  Industry  Studies. 

Murray  F.  Fou .  Economic  Analysis  and  Forecasting. 

William  E.  Gibson .  Monetary  Policy,  Financial  Markets,  International 

Finance. 

Eric  A.  Hanushek .  Urban  Economics  and  Health,  Education,  and 

Welfare. 

A.  Gilbert  Heebner .  Special  Assistant  to  the  Chairman. 

Alan  K.  McAdams .  Environment,  Industry  Regulation,  Research  and 

Development. 

Edward  J.  Mitchell .  Energy  Policy,  Natural  Resources,  Industry  Prob¬ 

lems. 

J.  Carter  Murphy .  Intemafional  Finance  and  Tnule. 

June  A.  O’Neill .  Manpower  Programs  and  Health,  Education,  and 

Welfare. 

Mark  J.  Riedy .  Housing,  Private  Finance,  Busineu  Conditions. 

Frank  C.  Ripley .  Economic  Analysis  and  Forecasting. 

Bernard  Saffran .  Fiscal  Policy  and  Public  Finance. 

Gary  L.  Seevers .  Agriculture  and  International  Trade. 

James  R.  Wetzel .  Labor  Economics  and  Manpower. 
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Statistieians 


Frances  M.  James .  Senior  Statisddan. 

Catherine  H.  Furlong .  Statistician. 

Junior  Staff  Economists 

Rayton  Gerald .  Financial  Markets. 

William  R.  Keeton .  International  Finance  and  Trade. 

David  C.  Munro .  Economic  Analysis  and  Forecasting. 

Lydia  Segal .  Economic  Analysis  and  Forecasting. 

H.  Kemble  Stokes,  Jr .  Monetary  and  Fiscal  Policies. 


Rtstarch  Assistants 

Zell  Berman. 

Joanne  M.  Vinyard. 

Frances  M.  James,  Senior  Staff  Statistician,  continued  to  be  in  charge 
of  the  Council’s  Statistical  Office.  Miss  James  had  major  resptmsibility 
for  managing  the  Council’s  economic  and  statistical  information  system. 
She  supervised  the  publication  of  Economic  Indicators  and  the  prepara¬ 
tion  of  tables  and  charts  for  the  Economic  Report  and  for  a  wide  variety 
of  meetings  throughout  the  year.  She  also  handled  the  fact  checking 
memoranda,  testimony,  and  speeches.  Dorothy  Bagovich,  Catherine  H.  Fur¬ 
long,  V.  Madge  McMahon,  and  Natalie  V.  Rentfro  assisted  Miss  James. 

The  Council  also  conducted  a  student  intern  program,  employing  a  lim¬ 
ited  number  of  promising  students  of  ecommiics,  both  graduate  and  under¬ 
graduate,  for  various  periods  but  particularly  durii^;  the  summer  months. 
The  1971  interns  were  Daniel  K.  Benjamin  (University  of  California,  Los 
Angeles),  Philip  A.  Cununins  (Princeton  University),  Leslie  Farber  (Uni¬ 
versity  of  Minnesota),  Keith  R.  McLaren  (Northwestern  University),  Alan 
A.  Rabin  (University  of  Virginia),  David  H.  Schaefer  (University  of  Cali¬ 
fornia,  Santa  Cruz),  and  Daniel  L.  Wisecarver  (University  of  Chicago). 

At  the  end  of  1971  the  list  of  economists  serving  as  consultants  to  the 
Council  included  Jc^n  T.  Dunlop  (Harvard  University),  Ray  C.  Fair 
(Princeton  University),  Milton  Friedman  (University  of  Chicago),  Alan 
Greenspan  (Townaend-Greenspan  &  Co.),  Gottfried  Haberler  (Harvard 
University),  Amt^d  C.  Harberger  (University  of  Chicago),  Hendrik  S. 
Houthakker  (Harvard  University),  Stephen  P.  Magee  (University  of  Chi¬ 
cago)  ,  John  R.  Meyer  (National  Bureau  ol  Economic  Research) ,  Thcxnas  G. 
Moore  (Michigan  State  University),  Saul  Nelson  (private  consultant), 
David  J.  Ott  (Claric  University),  George  J.  Stigler  (University  ot  Chicago), 
Stephen  J.  Tonsor  (University  of  Michigam),  Lloyd  Ulman  (University  of 
California,  Berkeley),  Marina  v.N.  Whitman  (University  of  Pittsburgh), 
Thomas  D.  Willett  (Cornell  University),  and  G.  Paul  Wcxmacott  (Univer¬ 
sity  of  Maryland) . 

In  preparing  the  Economic  Report,  the  Council  relied  upon  the  editorial 
assistance  of  Rosaimah  C.  Steinhoff  (University  of  Michigan). 
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SUPPORTING  STAFF 


1 


The  Administrative  Office  coordinates  the  activities  of  all  supporting 
personnel  responsible  for  preparation  and  analysis  of  the  Council’s  budget, 
procurement  of  equipment  and  supplies,  processing  of  legislative  referrals, 
distribution  of  Council  speeches,  reports,  and  congressional  testimony,  and 
responding  to  correspondence  and  inquiries  from  the  general  public.  James 
H.  Ayres  served  as  Administrative  Officer,  assisted  by  Nancy  F.  Skidmore, 
Elizabeth  A.  Kaminski,  Margaret  L.  Snyder,  and  Bettye  T.  Siegel.  The 
duplicating,  mail,  and  messenger  department  was  operated  by  James  W. 
Gatling,  Frank  C.  Norman,  and  A.  Keith  Miles. 

Secretarial  staff  members  were  Daisy  S.  Babione,  Mayme  Burnett,  Evelyn 
D.  DeZeme,  Mary  Catherine  Fibich,  Dorothy  L.  Green,  Lillie  M.  Hayes, 
Laura  B.  Hoffman,  Bessie  M.  Lafakis,  Patricia  A.  Lee,  Karen  J.  MacFar- 
land,  Eleanor  A.  McStay,  Joyce  A.  Pilkcrton,  Eamestine  Reid,  Linda  A. 
Reilly,  and  Alice  H.  Williams. 

DEPARTURES 

The  Council’s  professicmal  staff  is  drawn  primarily  from  universities  and 
research  institutions,  and  these  economists  normally  serve  for  1  or  2 
years.  Senior  Staff  Economists  who  resigned  during  the  year  were  Robert 
A.  Kelly  (Department  of  Housing  and  Urban  Development),  Marvin  H. 
Kosters  (Department  of  Labor),  Irene  Lurie  (University  of  Wisconsin), 
Michael  H.  Moskow  (Department  of  Labor),  Sam  Peltzman  (University  of 
California,  Los  Angeles),  Rudolph  G.  Penner  (University  of  Rochester), 
William  L.  Silber  (New  York  University) ,  T.  Nicolaus  Tideman  (Harvard 
University),  and  Marina  v.N.  Whitman  (University  of  Pittsburgh).  Sidney 
L.  Jones  also  resigned  from  the  pK>sition  of  Sp>eciai  Assistant  to  the  Chairman 
to  return  to  the  University  of  Michigan.  Junior  Economists  who  resigned  in 
1971  were  Christine  H.  Branson  and  J.  Michael  Swint.  Other  resignations 
included  Elizabeth  F.  Gray,  Secretary,  and  Judson  A.  Byrd  of  the  Admin¬ 
istrative  Office.  Teresa  D.  Bradbum  of  the  Statistical  Office  and  Dorothy 
L.  Reid,  Secretary,  retired  from  Federal  service  during  1971. 


188 


Appendix  B 

STATISTICAL  TABLES  RELATING  TO  INCOME, 
EMPLOYMENT,  AND  PRODUCTION 


4ai-«»80— 7! 


-18 


189 


CONTENTS 


National  income  or  expenditure:  Pagt 

B-I.  Gran  national  product  or  expenditure,  1929-71 .  195 

B-2.  Grots  national  product  or  expenditure  in  1958  dollars,  1929-71 .  196 

B-3.  In^>licit  price  deflators  for  grots  national  product,  1929-71 .  198 

B-4.  Gross  national  product  by  major  type  of  product,  1929-71 .  200 

B-5.  Gross  national  product  by  major  type  of  product  in  1958  dollars, 

1929-71 .  201 

B-6.  Grots  national  product:  Receipts  and  expenditures  by  major  economic 

groups,  1929-71 .  202 

B-7.  Gross  national  product  by  sector,  1929-71 .  204 

B-8.  Gross  national  product  by  sector  in  1958  doUan,  1929-71 .  205 

B-9.  Grots  national  product  by  industry  in  1958  dollars,  1947-70 .  206 

B-10.  Personal  consumption  expenditures,  1929-71 .  207 

B-11.  Gross  private  domestic  investment,  1929-71 .  206 

R-12.  National  income  by  type  of  income,  1929-71 .  209 

B-13.  Relation  of  gross  national  product  and  national  income,  1929-71 ....  210 

B-14.  Relation  of  national  income  and  personal  income,  1929-71 .  211 

B-15.  Disposition  of  personal  income,  1929-71 .  212 

B-16.  Total  and  per  ci^Mta  disposable  personal  income  and  personal  con- 

sumptimi  expenditures,  in  current  and  1958  dollars,  1929-71 .  213 

B-17.  Sources  of  personal  income,  1929-71 .  214 

B-18.  Sources  and  uses  of  gross  saving,  1929-71 .  216 

B-19.  Saving  by  individuals,  1946-71 .  217 

B-20.  Number  and  money  income  0n  1970  dollars)  of  families  and  unrelated 

individuab,  by  race  of  head,  1947-70 .  218 

Population,  employment,  wages,  and  productivity: 

B-21.  Population  by  age  groups,  1929-71 .  219 

B-22.  Noninstitutional  population  and  the  labor  force,  1929-71 .  220 

B-23.  Civilian  employment  and  unemployment,  by  sex  and  age,  1947-71 . .  222 

B-24.  Selected  unemployment  rates,  1948^71 .  223 

B-25.  Une^^>loyment  by  duration,  1947-71 .  224 

B-26.  Unemployment  insurance  programs,  sdected  data,  1940-71 .  225 

B-27.  Wage  and  salary  workers  in  nonagricultural  establishments,  1929-71 .  226 

B-28.  Average  svcekly  hours  of  work  in  private  nonagricultural  industries, 

1929-71 .  228 

B-29.  Average  gross  hourly  earnings  in  private  nonagricultural  industries 

and  in  agriculture,  1929-71 .  229 

B-30.  Average  gross  we^y  earnings  in  private  nonagricultural  industries, 

1929-71 .  230 

B-31.  Average  we^y  hours  and  hourly  earnings,  gross  and  excluding  over- 

time,  in  manufacturing  industries,  1939-71 .  231 

B-32.  Average  weekly  earnings,  gross  and  spendable,  total  private  nosi- 

agricultural  industries,  in  current  and  1967  dollars,  1M7-71 .  232 

B-33.  Average  vreekly  earnings,  gross  and  spendable,  in  manufacturing 

industries,  in  current  and  1967  dollars,  1939-71 .  233 

B-34.  Indexes  of  output  per  man-hour  and  related  data,  private  economy, 

1947-71 .  234 


191 


1 


Production  and  bunncH  activity:  Pac* 

B-S5.  Indmtrial  production  indexci,  major  induatry  divinona,  1929-71 .  235 

B-96.  Induatrial  production  indrxra,  market  groupinga,  1947-71 .  236 

B-37.  Induatrial  production  indexea,  aelected  manufacturea,  1947-71 .  237 

B-38.  Manufacturingoutput,capacity,  and  utilizadoo  rate,  1946-71 .  238 

B-39.  Buaineaa  expenditurea  fcr  new  plant  and  equipment,  1947-72  .  239 

B-40.  New  conatruction  activity,  1929-71 .  240 

B-41.  New  houaing  atarta  and  applicatiooa  for  financing,  1929-71 .  242 

B-42.  &ilea  and  inventoriea  in  manufacturing  and  trade,  1947-71 .  244 

6-43.  ManufiKturera’  ahipmenta  and  inventoriea,  1947-71 .  245 

B-44.  Manufacturer!’  new  and  unfilled  orders,  1947-71 .  246 

* - 

IIKjCJ; 

B-45.  Conaumer  price  indexea,  by  major  groups,  1929-71  .  247 

B-46.  Conaumer  price  indexea,  by  special  groups,  1935-71 .  248 

B-47.  Consumer  price  indexes,  selected  commodities  and  services,  1935-71 . .  249 

B  46.  Wholesale  price  indexes,  by  major  commodity  groups,  1929-71 .  250 

B-49.  Wholesale  price  indexes,  by  st^  of  proceasii«,  1947-71  .  252 

B-50.  Percentage  changes  firom  previous  month  in  indexes  for  major 

groupings  of  the  consumer  price  index,  1968-71 .  254 

B-51.  Percentage  changes  firom  previous  month  in  indexes  for  major 

groupings  of  the  wholesale  price  index,  1968-71 .  255 

Money  stock,  credit,  and  finance: 

B-52.  Money  stock  measures,  1947-71 .  256 

B-53.  Bank  loans  and  investments,  1930-71 .  257 

B-54.  Total  funds  raised  in  credit  markets  by  nonfinancial  sectors,  1963-71 . .  258 

B-55.  Selected  liquid  assets  held  by  the  public,  1946-71 .  260 

B-56.  Federal  Reserve  Bank  credit  and  member  bank  reserves,  1929-71 .  261 

B-57.  Bond  yields  and  interest  rates,  1929-71 .  262 

B-5B.  Short-  and  intermediate-term  consumer  credit  outstanding,  1929-71 . .  264 

B-59.  Instalment  credit  extended  and  repaid,  1946-71 .  265 

B-60.  Mortgage  debt  outstanding,  by  type  of  property  and  of  financing, 

1939-71 .  266 

B-61.  Mortgage  debt  outstanding,  by  lender,  1939-71 .  267 

B-62.  Net  public  and  private  debt,  1929-70  .  268 

Government  finance: 

B-63.  Federal  budget  receipts  and  outlays,  1929-73  .  269 

B-64.  Federal  budget  receipts,  oudays,  financing,  and  debt,  1962-73 .  270 

B-65.  Relation  of  the  Federal  budget  to  the  Federal  sector  of  the  national 

inconoe  and  product  accounts,  1970-73  .  272 

B-66.  Receipts  and  expenditures  of  the  Federal  Government  sector  of  the 

national  income  and  product  accounts,  1948-73  .  273 

B-67.  Public  debt  securities  by  kind  of  obligation,  1946-71 .  274 

B-68.  Estimated  ownership  of  public  debt  securities,  1939-71 .  275 

B-69.  Average  length  and  maturity  distributioo  of  marketable  interest- 

bearing  public  debt,  1946-71 .  276 

B-70.  Receipts  and  expenditures  of  the  government  sector  of  the  national 

income  and  p^uct  accounts,  1929-71 .  277 

B-71.  Receipts  and  expenditures  of  the  State  and  local  government  sector  of 

the  national  income  and  product  accounts,  1946-71 .  278 

B-72.  State  and  local  government  revenues  and  expeixlitures,  selected  fiscal 

years,  1927-70 .  279 


192 


Corporate  profit!  and  finance:  rif! 

B-73.  Profit!  before  and  after  taxea,  all  private  corporationa,  1929-71 .  280 

B-74.  Sale!,  profits,  and  stockholdcn’  equity,  all  manufacturing  corpora* 

dona  (except  newspapers),  1947-71 . 281 

B-75.  Relation  of  profits  after  taxes  to  stockholdera’  equity  and  to  tales,  all 
manufacturing  corporations  (except  newspiq>ers),  by  industry  group, 
1950-71 .  282 


B-76.  Sources  and  uses  of  funds,  nonfann  nonfinai>cial  corporate  business, 

1960-70 . 

B-77.  Current  aaaets  and  liabilities  of  U.S.  corporations,  1939-71 . 

B-78.  State  and  municipal  and  corporate  securities  offered,  1934-71 . 

B-79.  Common  stock  prices,  earnings,  and  yields,  and  stod  market  credit, 

1939-71 . . . . . 

R-80.  Business  formation  and  buaineas  failures,  1929-71 . 

Agriculture: 

B-81^  Income  of  farm  people  and  farmers,  1929-71 . 

B-82.  Farm  production  indexes,  1929-71 . 

B-83.  Farm  population,  employment,  and  productivity,  1929-71 . 

B-84.  Indexes  of  prices  received  ai  d  prices  paid  by  fsrmezs,  and  parity  ratio, 

1929-71 . 

B-83.  Selected  measures  of  farm  resources  and  inputs,  1929-71 . 

B-86.  Comparative  balance  sheet  of  the  farming  sector,  1929-72 . 

International  statistics: 

B-87.  U.S.  balance  of  payments,  1946-71 . 

B-88.  U.S.  merchandise  exports  and  imports,  by  conunodity  groups, 

1958-71 . 

B-89.  U.S.  merchandise  exports  and  imports,  by  area,  1965-71 . 

B-90.  U.S.  overseas  loans  and  grants,  by  type  and  area,  fiscal  years, 

1962-71 . 

B-9I.  International  reserves,  1949,  1953,  and  1966-71 . 

B-92.  U.S.  reserve  assets,  1946-71 . 

B-93.  Price  changes  in  international  trade,  1963-71 . 

B-94.  Consumer  price  indexes  in  the  United  States  and  other  major  in¬ 
dustrial  countries,  1957-71 .  304 


General  Notes 

Detail  in  these  tables  will  not  necessarily  add  to  totals  because  of  rounding. 
Unless  otherwise  noted,  all  dollar  figures  are  in  current  dollars. 

Symbob  used: 

*  Preliminary. 

Not  available  (also,  not  applicable). 


193 


H  Us  s  iiii 


NATIONAL  INCOME  OR  EXPENDITURE 

Tabu  B-1. — Onu  Mtmnd  pnJmrt  mr  txpiitiUmt,  1929-71 
flWiMMtlMMlI 


I  Sm  TaMt  8-10  far  dataiM  coMpoMaata. 

•  Saa  Tabla  8-11  far  daWM  campaaaata. 

•  Saa  TaMa  8-0  far  axpaita  aad  hapartt  aaparafaly. 

« Nat  af  Gavaiwnaat  talat. 

•  TMa  eataam  cerraapaada  daaaly  to  tha  aatioaal  dafaaaa  daaaiOcatiaa  ia  tha  ‘'8Bdtat  af  tka  Uaitad  Stataa  6a«ara- 
aiaat  far  thaHKal  Yaar  aadiai  Jaaa  30, 1071" 

Saaica:  Dapartawat  af  Caaiaiarca.  8araaa  af  tcaaaaile  Aaalyaia. 


Table  B-3. — Impiieit  priu  iifletms  for  gnss  tudumal  pninet,  192^71 — Continued 


PimJm  iMiMb«n,  ISH— 100] 


Yaar  ar  qaartar 

Exports  and  bnports  at 
goods  aad  sandcos  ■ 

OomwiiMt  purchasM  of  foods 
•no  sorvicos 

Gross  oaUoaal  prodael  by 
sacior 

Exports 

laiports 

Total 

Fadoral 

Stataaad 

local 

Privata* 

Goii|wJ^ 

IKI . 
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39.1 

51.73 

311 

1930 . 
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34.1 

317 

50.45 
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1931 . 

30.3 

34.5 
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4107 

315 

1932 . 

34.7 

33.4 

31.9 

33.0 

4191 
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1933 . 

33.7 

210 

34.5 

33.1 

310 

39.92 

315 

1934 . 

40.0 

310 

30.0 

37.4 

310 

4101 

310 

1935 . 

42.3 

310 

37.0 

37.0 

37.0 

4151 

34.7 

1931 . 

43.4 

317 

37.0 

40.5 

319 

4145 

315 

1937 . 

40.5 

40.7 

314 

417 

37.1 

4133 

315 

1931 . 

43.0 

37.9 

313 

415 

310 

44.05 

37.4 

1939 . 

44.1 

310 

37.9 

40.0 

313 

4193 

30.0 

1940 . iH... 

41.0 

40.0 

315 

40.2 

37.3 

44.09 

310 

1941 . 

510 

410 

44.0 

410 

30.2 

4100 

34.7 

1942 . 

01.5 

413 

50.9 

52.5 

42.3 

5151 

37.3 

1943 . 

012 

51.2 
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54.9 

44.0 

00.05 

39.7 

1944 . 

09.9 

512 

53.1 

53.0 

411 

02.02 

43.3 

1945 . 

71.3 

50.4 

52.0 

53.1 

410 

02.59 

413 

1940 . 
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04.9 

55.0 

57.3 

512 

0125 
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1947 . 
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79.4 

019 

05.0 

014 

7127 

SIS 

1949 . 

92.7 

014 

Oil 

00.0 

014 

0L40 

010 

1949 . 

07.0 

02.2 

71.0 

73.0 

019 

0100 

04.7 

1950 . 

04.9 

017 

71.0 

72.9 

710 

07.1 

1951 . 

97.0 

107.2 

715 

79.4 

719 

715 

1952 . 

910 

1010 

01.0 

01.2 

010 

714 

1953 . 

95.2 

99.1 

01.0 

01.4 

02.0 

70.0 

1954 . 

94.3 

100.0 

04.1 

015 

013 

79.5 

1955 . 

94.9 

100.0 

07.1 

019 

07.5 

04.0 

1950 . 

102.5 

92.1 

91.7 

92.7 

017 

1957 . 

104.0 

914 

910 

97.3 

913 

1950 . 

100.0 

100.0 

100.0 

100.0 

100.0 

1959 . 

j 

99.3 

102.4 

102.2 

1010 

1012 

1900 . 

99.9 

101.0 

1010 

104.2 

1019 

102.70 

1010 

1901 . 

101.9 

100.1 

107.1 

1012 

109.4 

10173 

1110 

1902 . 

100.0 

915 

1010 

1010 

1112 

104.73 

1110 

1903 . 

100.0 

99.5 

111.0 

1010 

1113 

10100 

121.5 

1904 . 

101.5 

101.5 

1117 

112.2 

1115 

107.05 

1214 

1905 . 

104.7 

103.4 

1114 

1115 

1215 

10103 

1315 

1900 . 

107.7 

1010 

124.0 

1110 

1214 

111.50 

1413 

1907 . 

1017 

100.5 

1215 

121.5 

1314 

114.79 

147.0 

19U . 

1119 

107.7 

135.1 

120.5 

144.0 

11190 

1H.I 

1909 . 

114.7 

110.0 

144.0 

134.4 

1519 

124.29 

171.1 

1970 . 

120.0 

ll!* 

157.3 

1410 

10S.1 

130.30 

1017 

1971 » . 

1214 

1212 

107.4 

1510 

1719 

13103 

202.0 

SMMMNy  tdjwltd 

1970:  1 . 

1112 

1112 

152.4 

144.3 

100.0 

12113 

1010 

II . 

1110 

117.7 

1511 

1412 

1011 

129.43 

107.5 

Ill . 

121.0 

121.4 

1513 

150.5 

1010 

131.00 

190.4 

IV . 

121.7 

121.5 

101.7 

151.0 

170.2 

132.90 

1912 

1971:  1 . 

1212 

123.4 

1010 

157.2 

172.4 

13144 

190.7 

II . 

1212 

123.0 

107.0 

1511 

1712 

13107 

20t0 

Ill . 

1212 

125.5 

107.5 

1510 

177.3 

13171 

2012 

IV» . 

1210 

1210 

100.0 

1510 

1715 

137.07 

2013 

*  Stptnto  d«M*n  an  Mt  avaiMI*  far  taM  gnaa  prhwta  daaaaatk  lavaatwaat,  diaiiia  la  baaiaaaa  laaaatariaa,  aad 
aat  aipaita  at  gooda  aad  aardeaa. 

>  firaaa  aatioaal  prodact  laaa  coaipaaaatiea  at  gaaaral  gaaanaaaat  aaiployaai.  Saa  aiaa  TaMaa  B-7  aad  B-d. 

Saana:  OapartBMal  at  Caaiawrca,  Bwaaa  at  Eceaaaiic  Oaatyaia. 
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Tails  B-4. — Gfu  mtimd  pndmrt  mm/tr  ^  tf  pn^mt,  1929-71 


Take  B-5. — natmmd  fnimt  iy  mtijm  typg  i/  fndmt  m  1938  itUtns,  1979-71 

IBiWoM  tl  1«SI  dMwsI 


6Md«Mrtp«t 


Swim:  D«partm«irt  of  Cwiiikim,  Bumm  of  Economic  AiMly«i$. 


I, 

Tablb  B-6. — Gnu  tmfwmtl  pnJmt:  RtmpU  mmi  h  mmu  mimmit  gnmtt, 

t929-7i 

ItillieM  of  dtllani 
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77.2 

12 

11.3 

1.9 

14 

113 

1.9 

14 

L9 

ine . 

74.4 

1.2 

713 

99.9 

14 

119 

1.9 

19 

11.1 

1.9 

12 

-.3 

tni . 

94.0 

.9 

911 

914 

19 

14 

11 

13 

114 

11 

12 

-19 

int . 

417 

.7 

410 

419 

-.9 

19 

2.9 

13 

119 

19 

11 

-LO 

it» . 

44.4 

.7 

44.9 

419 

-.9 

13 

2.7 

17 

117 

17 

10 

-1.4 

1194 . 

42.4 

.9 

41.7 

41.3 

.4 

114 

11 

7.4 

119 

11 

19 

-14 

itts . 

914 

.7 

47.9 

417 

11 

11.4 

14 

10 

114 

14 

110 

-19 

im . 

911 

.9 

914 

91.9 

19 

119 

11 

19 

111 

11 

110 

-11 

1M7 . 

71.2 

.9 

70.3 

914 

19 

114 

12 

112 

110 

12 

11.9 

.3 

im . 

914 

.9 

94.9 

919 

.7 

119 

19 

11.2 

119 

19 

110 

-L9 

im . 

711 

.9 

99.4 

919 

19 

114 

12 

11.2 

17.9 

12 

113 

-12 

IMO . 

717 

1.0 

74.7 

719 

19 

17.7 

14 

113 

114 

14 

14.0 

-.7 

1941 . 

92.7 

1.1 

91.9 

919 

11.0 

210 

10 

21.9 

219 

10 

219 

-19 

i*« . 

1119 

.9 

1111 

914 

27.9 

319 

14 

212 

94.9 

14 

59.9 

-31.4 

1949 . 

1114 

.9 

132.7 

99.3 

314 

412 

17 

414 

913 

17 

99.9 

-411 

1944 . 

1411 

.9 

1414 

1013 

37.3 

41.2 

14 

417 

lOlO 

14 

914 

-41.9 

I94S . 

1412 

1.0 

149.3 

1117 

29.9 

412 

114 

419 

917 

114 

913 

-314 

1949 . 

1910 

1.4 

1419 

1414 

112 

419 

114 

314 

414 

114 

27.0 

14 

194J . 

1919 

1.9 

1910 

1917 

7.3 

919 

17.3 

39.4 

414 

17.3 

211 

114 

1949 . 

1911 

12 

199.9 

1719 

114 

419 

119 

411 

413 

119 

31.9 

19 

1949 . 

199.9 

14 

199.2 

1719 

14 

410 

21.3 

K7 

90.1 

21.3 

37.9 

-12 

19S9 . 

2019 

19 

204.1 

191.0 

111 

917 

219 

419 

•19 

219 

37.9 

7.9 

1941 . 

229.9 

11 

2214 

2013 

17.3 

94.9 

119 

•19 

79.0 

119 

49.1 

19 

1949 . 

2111 

14 

234.9 

2117 

111 

99.9 

119 

719 

917 

lie 

74.7 

-19 

1941 . 

2419 

4.1 

2413 

230.0 

113 

•4.3 

114 

719 

101.2 

114 

91.9 

-19 

1944 . 

247.4 

4.9 

242.9 

2314 

114 

99.7 

21.9 

97.9 

117 

21.9 

719 

-7.9 

1945 . 

2711 

11 

270.2 

244.4 

119 

100.4 

214 

719 

•7.9 

214 

712 

17 

1949 . 

2912 

19 

297.2 

2917 

219 

109.0 

24.4 

914 

194.1 

214 

719 

19 

1947 . 

1014 

14 

302.2 

291.4 

20.7 

1119 

217 

919 

1119 

217 

99.1 

.7 

1949 . 

1119 

14 

3113 

290.1 

213 

1117 

319 

91.9 

127.2 

310 

K2 

-ao 

1999 . 

117.1 

7.1 

3313 

311.2 

111 

1219 

319 

919 

131.0 

319 

97.0 

-11 

1999 . 

190.0 

7.9 

342.3 

324.2 

17.0 

139.9 

314 

in.  3 

139.1 

314 

n.9 

17 

1911 . 

X4.4 

11 

3413 

334.2 

21.2 

144.9 

41.3 

in.  3 

1410 

41.3 

107.9 

-13 

1991 . 

1911 

19 

3719 

3411 

21.9 

147.9 

419 

1112 

199.9 

419 

117.1 

-19 

1991 . 

404.9 

17 

394.9 

3719 

119 

1919 

44.4 

1213 

191 9 

44.4 

1214 

1.9 

1994 . 

4111 

117 

427.4 

401.2 

212 

1711 

417 

127.3 

1714 

417 

1217 

—1.4 

1919 . 

4712 

110 

491.3 

432.9 

214 

199.1 

49.9 

139.2 

1919 

49.9 

137.9 

12 

INI . 

411.9 

110 

4919 

499.3 

314 

2113 

414 

147.9 

2113 

414 

141 9 

1.1 

1917 . 

4411 

119 

4314 

4911 

414 

2219 

919 

1912 

2419 

•19 

190.1 

-119 

19U . 

491.0 

111 

474.9 

4312 

39.9 

293.4 

70.7 

192.7 

2713 

70.7 

199.9 

-19 

1999 . 

914.2 

117 

917.4 

479.9 

37.9 

299.9 

79.4 

217.2 

2912 

714 

209.7 

7.4 

1970 _ 

997.9 

17.9 

999.9 

9119 

44.1 

300.4 

94.2 

2013 

3119 

•4.2 

2114 

-111 

1971  * . 

741.2 

19.9 

7219 

9912 

914 

320.9 

109.0 

2119 

341.1 

in.o 

2311 

-213 

SMMMNy  tOiMOiO  MMMi  rUM 

1970:  1.... 

997.9 

17.4 

940.1 

904.0 

412 

2919 

917 

2119 

3010 

917 

217.3 

-14 

II... 

994.7 

17.9 

997.9 

9119 

44.2 

301.9 

97.4 

204.3 

3110 

•7.4 

2114 

-112 

III... 

9912 

110 

979.2 

9219 

47.4 

301.7 

919 

204.9 

3119 

HO 

220.1 

-112 

IV... 

791.4 

111 

993.2 

924.7 

414 

391.9 

919 

2n.i 

3217 

919 

2217 

-21.7 

1971:  1.... 

722.9 

114 

7019 

944.9 

419 

312.3 

101.4 

2119 

329.3 

191.4 

227.9 

-17.1 

II... 

719.9 

119 

721.0 

947.4 

919 

317.9 

199.1 

2917 

339.7 

in.i 

2219 

-20.9 

III... 

7414 

119 

729.7 

9919 

91.0 

3219 

1113 

211.7 

344.1 

1113 

2319 

-212 

IV*.. 

744.9 

119 

7310 

977.7 

414 

110.7 

341.7 

1117 

2419 

202 
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Tabu  B-6. — Grou  natiotud  proinet;  lUctipts  and  ixhindituru  by  mmr  teotumie  groups, 
/929- 7/— Continued 
IBWIom  of  dollani 


96.2 

131.2 

-35. 

N.l 

134.1 

-35. 

100.4 

130.6 

-30. 

101.5 

137.3 

-35. 

107.6 

143.3 

-35. 

Ill.t 

152.9 

-41. 

113.0 

150.0 

156.5 

-37. 

II  . 

III  . 

IV  » . 


•  Ptnoatl  ioeaoM  Ion  ponoMi  tax  aad  aooUx  payawoti  (IfaMt,  pomRiot,  atc-X 

•  Gooirawaat  traaafof  payaiants  to  paraoat,  fomea  oat  traaifara  by  GoMnHaaat,  aot  iataraat  paid  by  •avoranital, 
wbaldlot  loot  corraat  sarptas  of  aoMnimanl  aalarprnos,  and  dixbvnanMnts  lots  waft  accruals. 

» Undlitfibulad  cocMrats  oroMs,  catporala  lauaatory  valuation  adiustaMOt,  capital  consumption  allowaacas,  and 
prhmla  UMga  accrualt  loss  disbursomonts. 

•  Privals  businoss  invaitmant,  purcbaaas  of  capital  foods  by  privato  nonprollt  institutions,  and  rasidontial  bousing. 
Sou  TaMo  B-II. 

•  Not  fotaign  invoatmsnt  iota  capital  grants  racoivad  by  tbo  Uaitad  Statas,  witb  sign  cbangad. 

Soufoai  DogartBMnt  of  Comasofco,  bumau  of  Economic  Analysis, 
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I  CfMt  IWUiMl  pfV^Ml  iMi  OOMpMtttiM  tf  (WMfll  (MtfKIMMt  MIptoyMf. 

t  IncMn  tmpmmfitn  ¥  taiMftts  t«  govtCMMt  twlyprtwi.  wtirprim  m  Umw  9§mtim  tf  ftv- 

ifBWirt  w^ow  iptritiin  cMto  art «  •  wManttal  talant  ctttrtd  by  iM  Mtt  if  toow  a^  atnrteta,  ia  caatrast  la  tiM  ?  ] 

ataaftl  activMiaa  af  aatt^aaiaafi  tdifca  art  aaaacarf  aiaialy  ky  tax  rtvtaata  aad  4akf  crtattaa*  | 

Smim:  DapMtMMtil  Cmhmiw,  if  tWMaic  AMlyiit. 


4 


Tails  B-9. — Gnss  n&Htmtd  pndmt  utiushy  m  1958  iMmt,  1947-70 


■  Mininf,  rtst  of  tiM  world,  lod  rowduol  (tlM  dilloroiico  bohrotn  inm  MtioMl  product  moaiurod  is  sum  of  final  prod- 
rts  and  fross  national  product  maasurad  as  sum  of  iron  product  by  industries). 

Sourca:  Dapartmant  of  Commaica,  Buraau  af  Economic  Analysis. 
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>  IikMm  ttm^ard  cMbkii  isMMd  to  miUtory  ptraoMwI. 

>  tactodn  iniiMtod  mitol  vahM  of  omor-ooeapiod  dwtWint. 

Sowco:  DoportiMat  of  ComiarM,  Burtaii  of  EcommIc  Amlyiis. 
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Table  B-1  1. — Grou  privatt  domutic  iiuutment,  1929-7 J 


‘P*5»5»l 


Table  B-12. — Natimml  vtcomt  iy  typ*  of  vteomo,  1929-71 
(BiUioas  of  doltarsl 


>  HoMitl  locowi  lo  tko  Mti  mt  iacooM  oonod  hi  prodoclioo.  It  dWon  frooi  |fon  notioool  pio<oct  mohMy  in  Ihot  K 
•Ktodot  doprociatiofl  chario*  tod  olhor  lilowoiicot  lof  boMoou  and  institiitieMi  canaomptioii  of  dorablo  upitai  foods, 
and  iodiract  bwiaass  Uxot.  Soa  TaMo  B-13. 

‘EmpiOMr  coolribvtioos  lof  social  imuranco  and  to  privato  pansion,  hoaith,  and  woHara  lands;  componsolion  lof 
Inforios;  diraclors'  fans;  pay  of  Iho  mHitary  rasorva;  and  a  law  athar  minof  Homs. 


Sawca:  Dapartmant  of  Comtnafta,  Buraau  af  Economic  Anatysiv 
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Table  B-16. — 7WW  tmi  ptr  tmfiu  iitpuMt  ptrmul  immm  m*i  ptrmmd  cmuwmbtiom 
txpniitmts,  m  cmrtmt  mti  1958  Mlmn,  1929-71 


&c 

aBM- 


m.i7s 

121.  IM 

124.141 

124,  Ml 

125. m 
121. 4« 
127.  X2 

121,  in 

12t,Ml 
129,  W 

in,  029 

132.122 
133,402 
114,  MO 
IX.  719 

139.197 

139.929 

141.399 
144.  IM 
149.  tn 
149.  IM 

131.994 
134.297 
139.934 
139.393 
192.  Ml 
19^279 
199.221 
171,274 

174. 141 
177.073 

190.  M7 
191.972 
199.304 

199. 197 
191  933 
194.237 
199,493 

199.929 
200.919 

202.399 

204,900 

»7.009 


204,012 

204.329 

203.107 

203,729 

209,239 
209,790 
207, 2X 
209,423 


Smum:  OapaitiMiit  t»  Ciwwitw  (fciin«  •(  Ecmnmic  Anatyiis  a»4  B«t«M  •(  tb*  Cwmm). 
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Table  B-17. — Somcu  tf  ptrsmal  ineonu,  1929-71 
IWHom  of  dolloni 


r 

i  Table  B-17. — Sourets  0/  personal  iivomf,  1929-7 i — Continued 


IBiMow  of  delanl 


I  TIm  total  o(  wait  and  saUry  distwraainonts  and  otkof  labof  incomo  dWtrs  from  conipaMation  of  amployaos  in  TaMo 
B-12  in  that  it  aadadoa  amploytr  contributions  for  social  insaianca  and  tbo  ascass  of  waia  accmals  ovor  wa|o  disborso- 
mants. 

>  Indudas  chanco  in  invantorias. 

*  NonacricnltBral  incomo  is  personal  incomo  eadiisiva  of  not  incomo  of  nnincorporatad  farm  antarprisos,  farm  watos, 
agricaltitral  not  intarost.  and  not  dividonds  paid  by  aBricultorai  corpotalians. 

Sonica:  Dapar  tmont  of  Commotco,  Boraan  of  Economic  Analysis 
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Table  B-18. — Stmttt  mtd  tuu  tf  gnss  Mray,  1929-71 


•  Ntl  MT'ils  of  ■oodt  »»4  oonrlcoo  loot  not  Iramlon  to  foroiiMn. 

•  Sanlw  it  Vt  mUHoa. 

•  OofUtif  |4t  mWoo. 

JoooBo  •  Oooo^f^ooof  of  Co^o^oocoOf  Bofooo  of  foOAOodt  Aoo^foio. 
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Ast- 


Table  B-20. — Murnktr  md  nmmy  me*m*  (in  J9P0  dMmrs\  •/  fmmiliu  «W  tmrtltUd  vtdividuals, 
h  rte*  •/  W,  1947-70 


WMta  1 

Tttol 

WItb  incomat 
undar  $3,000 

bar 

(mH- 

baM) 

Mtdian 

IMOfM 

Nam- 

bar 

(mil- 

bant) 

Par- 

cant 

Nttro  Md  ottwr  ra 


Witk  incofliM 
uiidtr|3,000 


POPULATION,  EMPLOYMENT,  WAGES,  AND 
PRODUCTIVITY 

Tabu  B-2I. — Ptp^atim  mg*  grmmpt,  1929-71 


(TlMMMBt  •!  pinMNi 


Jnlyl 

Total 

AfaCyaon) 

Undor5 

5-15 

16-19 

20-24 

25-U 

45^ 

tvtr 

1929 . 

121,767 

11,734 

21 9M 

1127 

HIM 

M.9tt 

21,  OX 

1,474 

1930 . 

123,077 

11.372 

M,993 

1220 

11915 

21.573 

6.7N 

1931 . 

124,  OM 

1  iA 

26,994 

1259 

11.  OM 

22,  Ml 

6,9a 

1932 . 

124.  SW 

I  'u 

N.9a 

12M 

11,077 

22.473 

7.147 

1933 . 

125,579 

1  it 

21 H7 

1302 

11,152 

22.  n3 

7,3U 

1934 . 

121374 

Hj  ^ 

N,7M 

1331 

11. 2N 

23. 4X 

7,5a 

1935 . 

H!  R 

21 6« 

INI 

11,317 

37.997 

23.  M7 

7.IM 

1936 . 

1 

X.415 

lai 

11,375 

24.4a 

1.027 

1937 . 

129.125 

1  iT 

21  ON 

1579 

11,411 

24.917 

I.2M 

1931 . 

129.125 

>  t 

H.U1 

1717 

11,  a3 

25.  X7 

I.5M 

1939 . 

130,  IM 

Hj  i. 

25,179 

1922 

11, 519 

25,923 

I.7M 

1940 . 

iritr] 

24,911 

19M 

11.6M 

26,2a 

9.  Ml 

1941 . 

133.402 

24.516 

19W 

11.  K7 

26.719 

9.2tt 

1942.V . 

134.  «0 

1 

24.231 

17M 

11,9a 

40,  Ml 

27,  IN 

9.5M 

1943 . 

131739 

.  itr 

24.  M3 

1M7 

12,064 

41,420 

27,671 

9.ia 

1944 . 

131397 

Hi  ^ 

23.9a 

INI 

12,  oa 

a,  016 

29,  IX 

10,147 

1945 . 

139.921 

12.979 

23,907 

1X1 

12,  OX 

a.  521 

29. 6X 

10. 4M 

1946 . 

141, 3M 

24,103 

1119 

a.0M 

10.  m 

1947 . 

ia,126 

24.449 

1M7 

a.4M 

11.  IN 

19a . 

IN.  631 

25. 2M 

1952 

29,931 

11, 5X 

1949 . 

IN.  IN 

15.  a7 

25,952 

17M 

11,700 

44.916 

M.4M 

11.  K1 

1950 . 

11410 

29,721 

15a 

11.6M 

45.672 

x,9a 

12.  X7 

1951 . 

■  ^1/41 

ilk 

^HTjrin 

14a 

a.iM 

31.3a 

12, 9M 

1952 . 

^H  itt 

^hTVii 

1414 

31. 9M 

13. 2M 

1953 . 

1W.1S4 

14U 

X.3M 

13.617 

1954 . 

163,026 

H. 

31, 4n 

1X7 

10,932 

47,  Ml 

32,9tt 

14.  OX 

1955 . 

165,931 

■  ^ 

32,692 

17a 

10,714 

47.  IM 

33. 5N 

14,  a5 

1956 . 

1916 

10,616 

47. 3X 

34,  M7 

14, 9X 

1957 . 

UN 

10. 6M 

47.4a 

34.  Ml 

15. 3M 

1951 . 

1M3 

10. 7N 

47,  M7 

35.  IM 

15.  IM 

1951 . 

177,930 

20,175 

37,3a 

10,215 

10,9a 

47,192 

35,663 

16, 2M 

19601 . 

1M.694 

M,5M 

10, 6M 

11,116 

47,134 

36. 2M 

16. 6N 

1961 1 . 

11.  M3 

11. 4M 

47.  Ml 

36. 7M 

17,013 

19621 . 

11. 2U 

11.  IN 

a.9M 

37.316 

17,311 

19631 . 

12.  Ml 

12.620 

a932 

37.  IM 

17, 5M 

1964 1 . 

192,120 

a,2N 

12,919 

13. 154 

a  Ml 

X,4X 

17,  IM 

1965 » . 

194.592 

20. 4M 

42,9a 

13. 5U 

13,679 

46.907 

X.015 

HIM 

19661 . 

IN.  920 

14.304 

14.  OU 

aoM 

X.M1 

11. 4M 

1967 1 . 

IN.  114 

H;f  1 

14. 167 

15. 179 

47.  OM 

a,  224 

19,104 

19a  I . 

701.152 

kHII 

14. 3N 

15.7a 

47.621 

40.127 

19.  IM 

19a  1 . 

203,216 

17. 9W 

45, 2M 

14,  N5 

16. 4M 

47, 9M 

41,3a 

19. 4X 

19701 . 

205,395 

17,741 

a,2M 

15,092 

17,  IX 

a3M 

41,  M3 

19,125 

19701 . 

204.900 

17. 194 

N.  701 

15.2a 

17.176 

a.  404 

41.917 

a.IM 

1971 1 . 

1 

207,  ON 

17,329 

a.294 

15,5a 

19,090 

49,915 

42,345 

a.  555 

<  Data  for  1960-70  ttiown  bora  art  bastd  on  tho  1960  Conans.  Sot  Tabto  B-16  for  total  population  for  thaao  yoars  baaoO 
on  tho  1970  Contut.  Data  by  act  on  tho  1970  Conans  basts  art  now  availablo  only  lor  lira.  Sat  bolow. 

>  Basod  on  tho  1970  Conans. 

Noto.— Data  for  Armod  Forets  ovarstas  includod  ba|innin(  1940.  Includos  Alaska  and  Hantaii  bofinninf  1950. 

Sourco;  Dopartmont  of  Commotco,  Buroau  of  tho  Conans. 


Table  B-22. — Noninstitutional  population  and  the  labor  forte,  1929-71 


Total 

labor 

forco 

(includ¬ 

ing 

Armad 

Forcas) 

Civilian  labor  forca 

Total 
lator 
forca  as 
parcant 
of  non¬ 
institu¬ 
tional 
popu¬ 
lation 

Unam- 

Yaar  or  month 

Nonin* 

stitu- 

tional 

popu¬ 

lation 

Armad 

Employintnt 

ploy- 
mant 
as  par¬ 
cant  of 
civilian 
labor 
forca 

Forcas 

Total 

Total  cul-  •*V’ 

tumi 

Unam- 

ploy- 

mont 

Thousands  of  parsons  14  yaars  of  ago  and  ovar 


Parcant 


1,591 

59,350 

57,039 

7,991 

1,459 

60,621 

59,344 

7,629 

1,617 

61,296 

57,649 

7,656 

1,650 

62,209 

59,920 

7,160 

3. 100 

62,017 

59,962 

6,726 

3,597 

62,139 

60,254 

6,501 

3,545 

63,015 

61,191 

6,261 

3,350 

63,643 

60,110 

6,206 

3,049 

65,023 

62,171 

6,449 

2,957 

66,552 

63,902 

6,293 

2,900 

66,329 

64,071 

5,947 

2,636 

67,639 

63,036 

5,596 

2,552 

69,369 

64,630 

5,565 

2,514 

69,629 

65,779 

5,459 

2,572 

70,459 

65,746 

5,200 

2,929 

70,614 

66,702 

4,944 

2,739 

71,933 

67,762 

4,697 

2,739 

73,091 

69,305 

4.523 

7,723 

74,455 

71,099 

4. 361 

3,123 

75,770 

72,995 

3,979 

3,446 

77,347 

74,372 

3,m 

3,535 

79,737 

75,920 

3.917 

3,506 

90,733 

77,902 

3,606 

3. 199 

92,715 

79,627 

3,462 

2,917 

94,113 

79,120 

3,397 

3,396 

90,719 

77,313 

2,915 

3,342 

91,293 

77,499 

2,994 

3,319 

91,690 

77,  *•57 

3,171 

3,271 

91,960 

79,409 

3,531 

3,227 

91,741 

7*,  357 

3,725 

3,190 

94,050 

79,392 

4,206 

3,154 

94,901 

9P  291 

4,11» 

3,133 

94,115 

79,994 

3,792 

3, 109 

92,547 

79,256 

3,525 

3,079 

93,175 

79,916 

3,394 

3,039 

93,347 

79,741 

3,226 

3,0U 

93,152 

79,515 

2.952 

Thousands  of  parsons  U  yaars  of  aga  and  ovar 


Parcant 


49,190 

47,630 

49,920 

45,490 

50,420 

42,400 

51,000 

39,940 

51,590 

39,760 

52,230 

40,990 

52,970 

42,260 

53,440 

44,410 

54,000 

46,300 

54,610 

44,220 

55,230 

45,750 

55,640 

47,520 

55,910 

50,350 

56,410 

53,750 

55,540 

54,470 

54,630 

53,960 

53,960 

52,920 

57,520 

55,250 

60,169 

57,912 
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Not*.— Labor  fore*  data  in  Tablos  B-22  throofh  B-25  ara  basod  on  housohold  intorviows  and  ralat*  to  th*  calendar 
arook  including  th*  I2th  of  th*  month.  For  dahnitions  of  terms,  area  samplas  usod,  historical  comparability  of  th*  data, 
comparability  with  other  sorios,  etc,  so*  "Employmont  and  Earnings." 

Seasonally  adjusted  data  in  this  table  have  been  revised  and  do  not  agree  with  those  published  by  the  Bureau  of  Labor 
Statistics  beginning  in  February  1971.  They  ara  subjKt  to  correction  when  the  annual  official  revision  of  th*  series  is 
published. 

Sourca:  Dopartmont  of  Labor,  Buruu  of  Labor  Statistics. 


451-688  0—7; 
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NM.— Sm  Note.  T«M«  B-22. 

SMtoMlIy  adjmtMl  data  in  this  tabk  hava  baan  ravisad  and  do  not  airoa  with  thosa  pabliabad  by  tha  Buraau  o(  Labor 
Statiatict  baiinning  in  Fabntary  1971.  Thay  ara  aubjact  to  corraction  whan  tha  annual  oMcial  raviaion  of  tha  aariaa  ia 
pubiiabad. 

Soufca:  Dapartmant  a<  Labor,  Buraau  of  Labar  Staliatica. 
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a  mii  iisilsi  iiiisi 


Table  B-24. — StUeUJ  wumploymtnt  rmta,  1949-71 


■  MarrM  man  livlnf  witti  thtir  wivts.  Data  for  1949  and  19S1-54  art  for  April;  1950,  for  Maicii. 

*  Data  for  1949^1  art  ter  May. 

>  Includas  craftsman,  oparati^  and  nonfarm  laborors.  Data  ter  1940-57  art  basad  on  data  ter  Janoaty,  April,  July, 
and  Ociobar. 

<  Man-hours  lost  by  tha  unamployad  and  parsons  on  part  tima  ter  aconomk  rtasons  at  a  pareant  of  potantially  availabla 
labor  forca  man-hours. 

Nota.-Saa  Note,  Tabla  B-22. 

SaatonaNy  adjusted  data  in  tha  first  four  columns  of  this  tabla  hava  baan  rtvisad  and  do  not  apraa  with  thoaa  publiibad 
by  tha  Birrttu  of  Labor  Statistics  baginnini  in  Fabruary  1971.  Thay  art  subjact  to  corraction  whan  tha  annual  oMcial 
ravision  of  tha  aarias  it  puMithad. 

Soarca:  Dapartmant  of  Labor,  Buraau  of  Labor  Statistics. 
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ptoy-  .  (w«Mly  Inks 


1170:  Jm. 
F«b 


2.474  2.269.8 
1.605  1.467.6 


\m%\ 


1.450  2.360.4 
1.179  1,890.9 
1.270  |2, 220.0 
1,187  12,191.0 
1,177  2.298.8 
2.070  4.170.1 
2.313  4.963.3 


Unad- 

iustad 

Season¬ 
ally  ad¬ 
justed 

Parcant 

>  InciudM  ptnont  undtr  th* *  Slat*,  UCFE  (Ftdaril  amployM,  tffKtiv*  January  1955).  and  RRB  (Railroad  Raliramant 
Board)  proframa.  Baiinnini  Octobar  1958.  also  includas  tha  UCX  program  (unamploymant  compansation  lor  ax-sarvica- 
man). 

*  Includas  Stata.  UCFE.  RR.  UCX.  UCV  (unsmploymsnl  compansation  lor  vatarans.  Octobar  1952-January  1960).  and 
SRA  (Sarvicaman's  Raadjustmant  Act.  Saptambar  1944-Saptambar  1951)  programs.  Also  includas  Fadaral  and  Stata 
programs  lor  tamporary  axtansion  oi  banalRs  lor  Juna  1958  through  iuna  1962  and  lor  1970-71. 

*  Mvarad  workars  who  hava  complalad  at  laast  1  waak  ol  unamploymant. 

*  Includas  banalits  paid  undar  axtandad  duration  provisions  ol  Stata  laws,  baginning  Juna  1958.  Annual  data  ara  nat 
amounts  and  monthly  data  ara  gross  smounts. 

*  Individuals  racaiving  final  paymants  in  banalit  yaar. 

'  For  total  unamploymant  only. 

’  Programs  includa  Puarto  Rican  sugarcana  workars  tor  initial  claims  and  insured  unamploymant  beginning  July  1963. 

*  Preliminary;  Dacambar  1970  is  latest  month  lor  which  data  ara  availabla  lor  all  programs  combined.  Workars  covered 
by  State  programs  account  lor  about  88  parcant  oi  Uia  total. 

Source:  Dapartmant  of  Labor,  Manpower  Administration. 


Table  B-27. — Wtg*  mi  salary  worktrt  m  nmagnaitarai  tstMiskmntts,  1929-71 
|MI  MiplayMt;  tNovMndt  of  ponoM| 


UtalMfOCtHlIlIt 

Total  _ 

W0|0 

Yoor  or  ond 

month  Miory  Doro- 

work-  Total  Mo 

on  foods 


Con> 

troct 

TriM- 

Wbolo- 

salo 

FI- 

Cmwfnmont 

'tion 

ond 

pnb- 

lie 

•ral 

iai 

COfh 

striK- 

ond 

rotaU 

tndo 

ntUI- 

ttas 

locnl 

1,017 

1,497 

3,916 

6,123 

1,509 

3,440 

533 

2,532  ^ 

1,009 

1,372 

3,695 

5,797 

1,475 

3,376 

526 

173 

1,214 

3,254 

5,284 

1,407 

3,183 

560 

2,704  > 

731 

970 

2,816 

4,683 

1,341 

2,931 

559 

2,666 

744 

909 

2,672 

4.755 

1,295 

2,873 

565 

2,601 

It3 

962 

2,750 

5,281 

1,319 

3,056 

652 

2,647 

>97 

912 

2,786 

5,431 

1,335 

3,142 

753 

2,729 

94S 

1,145 

2,973 

5,809 

1,388 

3,326 

826 

2,>a 

1,015 

1,112 

3.134 

6,265 

1,432 

3,518 

833 

2.923 

991 

1.055 

2.863 

6,179 

1,425 

3,473 

829 

3,054 

954 

1,150 

2,936 

6,426 

1,462 

3,517 

905 

3,090 

925 

1,294 

3,038 

6,750 

1,502 

3,681 

996 

3,206 

957 

1,790 

3,274 

7,210 

1,549 

3,921 

1,340 

3,320 

992 

2,170 

3,460 

7,118 

1,538 

4,064 

2,213 

3,270  i 

925 

1,567 

3,647 

6,962 

1,503 

4,148 

2,905 

3,174 

992 

1,094 

3,829 

7,056 

1,476 

4,163 

2,928 

3,116 

936 

1,132 

3,906 

7,314 

1,497 

4,241 

2,806 

3,137 

962 

1,661 

4,061 

8,376 

1,697 

4,719 

2,254 

3,341  1 

955 

1,M2 

4,166 

8,955 

1,754 

5,050 

1,992 

3,592 

994 

2,169 

4.199 

9,272 

1,929 

5,206 

1,963 

3,787  1 

930 

2,165 

4,001 

9,264 

1,857 

5,264 

1,906 

3,9a 

901 

2,333 

4.034 

9,396 

1,919 

5,382 

1,928 

4,099 

929 

2,603 

4.226 

9,742 

1,991 

5,576 

2,302 

4,067 

999 

2,634 

4,248 

10,004 

2,069 

5,730 

2,420 

4,  in 

966 

2,623 

4,290 

10,247 

2,146 

5,967 

2,305 

4,3a 

791 

2,612 

4,064 

10,235 

2,234 

6,002 

2, 189 

4,963 

792 

2.902 

4,141 

10,535 

2,335 

6,274 

2,187 

4,727  ! 

622 

2,999 

4,244 

10,858 

2,429 

6,536 

2,209 

S,069  1 

>29 

2,923 

4,241 

10,896 

2,477 

6,749 

2,217 

5,399  I 

751 

2.778 

3,976 

10,750 

2,519 

6,806 

2,191 

5,6a 

732 

2,960 

4,011 

11,127 

2,594 

7,130 

2,233 

5,850 

712 

2,995 

4,004 

11,391 

2,669 

7,423 

2,270 

6,063 

672 

2,816 

3,903 

11,337 

2,731 

7,664 

2,279 

6,315 

650 

2,902 

3,906 

11,566 

2,800 

8,028 

2,340 

6,550 

635 

2,963 

3,903 

11,778 

2,877 

8,325 

2,358 

6,968 

634 

3,050 

3,951 

12,160 

2,957 

8,709 

2,3a 

7,2a 

632 

3,196 

4,036 

12,716 

3,023 

9,087 

2,378 

7,696 

627 

3,275 

4,151 

13,245 

3,100 

9,551 

2,564 

9,227 

613 

3,209 

4,261 

13,606 

3,225 

10.099 

2,719 

8,679 

606 

3,285 

4,310 

14,064 

3,392 

10,623 

2,737 

9,109 

619 

3,435 

4,429 

14,639 

3,564 

11,229 

2,759 

9,4a 

622 

3,345 

4,504 

14,922 

3,690 

11,630 

2.705 

9,830 

602 

3,259 

4,481 

15,175 

3,799 

11,912 

2,665 

10,  in 

Sm  footnotes  ot  ond  of  table. 


Table  B-27. — Wagt  and  solan  worksrs  in  nonagrieultnral  sstablis/munts, 
1929-71 — Continued 


(AN  twpbyti;  thoMsands  o(  pwsom) 


Year  or 
month 

Total 

wagi 

and 

salary 

worfc- 

tfS 

Manufacturing 

Min¬ 

ing 

Con¬ 

tract 

con¬ 

struc¬ 

tion 

Trans¬ 

porta¬ 

tion 

and 

pub¬ 

lic 

utiH- 

tias 

Whole¬ 

sale 

and 

retail 

trade 

Fi- 

nanca, 

insur- 

anct, 

and 

raal 

astate 

Serv¬ 

ices 

Governmoat 

Total 

Dura¬ 

ble 

goods 

Non¬ 

dura¬ 

ble 

goods 

Fed¬ 

eral 

State 

and 

lacal 

Soosonally  adjusted 

1969: 

Jan... 

69,297 

11,820 

8,188 

617 

3,410 

4,358 

14,380 

3,480 

10,975 

2,754 

9,305 

Feb... 

69,529 

20,086 

11,841 

8,245 

619 

3,406 

4,364 

14,433 

3,496 

11,035 

2,753 

9,337 

Mar.. 

69,766 

20,153 

11,880 

8,273 

615 

3,426 

4,384 

14,473 

3,510 

11, 101 

2, 751 

9,353 

Apr... 

69,941 

20,171 

11,899 

8,272 

615 

3,416 

4,413 

14,533 

2,750 

9,374 

May.. 

70,171 

20,196 

11,921 

8,275 

615 

3,444 

4,424 

14,594 

liUjl 

2,745 

9,429 

June.. 

70,368 

20,254 

11,963 

8,291 

614 

3,451 

4,442 

14,657 

11,203 

2,745 

9,439 

July.. 

70,406 

20,255 

11,962 

8,293 

619 

3,426 

4,452 

14,680 

3,579 

11,229 

2,734 

9.432 

Aug.. 

70,512 

20,250 

11,958 

8,292 

621 

3,409 

4,448 

14,717 

3,593 

iX31 

70,616 

20,236 

11,960 

8,276 

624 

3,442 

4,457 

14,733 

3,599 

IMl 

9,457 

Oct... 

70,827 

20,244 

11,977 

8,267 

623 

3,447 

4,460 

14,780 

3,608 

11,390 

9,546 

Nov.. 

70,797 

20,087 

11,794 

8,293 

623 

3,462 

4,465 

14,826 

3,623 

11,415 

2, 719 

9,577 

Dee... 

70,912 

20,068 

11,777 

8,291 

626 

3,474 

4,474 

14,844 

11,456 

2,716 

9,617 

1970; 

Jan-._ 

70,873 

19,985 

11,681 

625 

3,411 

4,506 

14,857 

Wli 

11,488 

2,706 

9,643 

Feb... 

70,988 

19,917 

11,625 

625 

3,453 

4,496 

14,919 

1  .'U:I 

11,526 

2,707 

9,686 

Mar.. 

71,147 

19,903 

624 

3,473 

4,502 

14,941 

'  ‘if  4 

11,559 

2.771 

9,702 

Apr... 

71,063 

19,773 

tl^] 

622 

4,476 

14,950 

11,584 

2,843 

9.730 

May.. 

lEEa 

11,396 

8,170 

620 

4,493 

14,928 

OJI^ 

2,773 

9,773 

June.. 

19,458 

11,287 

8,171 

620 

4,517 

14,910 

3,689 

11,621 

2,676 

9,810 

July.. 

70,605 

1  B 

619 

3,307 

4,542 

14,916 

11.624 

3  H 

Aug... 

70,445 

] 

620 

4,523 

14,907 

i  ^ 

tea 

^t.. 

70,480 

1  11. 

620 

DEL] 

14,931 

11.666 

j  ^ 

9.881 

Oct... 

70,082 

1  T 

621 

4,517 

14,946 

3,705 

LUtta 

'J  .V: 

ffrVl 

Nov.. 

.1  r.': 

624 

4,506 

14,902 

3,721 

11,750 

Dec... 

70,313 

10,738 

1  ■ 

623 

4,450 

14,952 

3,731 

11,776 

i  i 

10,022 

1971; 

Jan... 

70,454 

625 

3,271 

4,507 

15,039 

3, 746 

11.800 

\  1 

10.058 

Feb... 

70, 391 

-  S 

622 

3,196 

4,526 

15,059 

[ULXJ 

Tn  iyT. 

Mar... 

70,480 

-  S 

622 

3,264 

4,520 

15,074 

3,758 

11,841 

■ 

Ill  k*i 

Apr... 

70,599 

;  3 

623 

i.  ii 

4,505 

15, 107 

3.769 

11,843 

'■  u 

til  M 

May... 

70, 769 

:  a 

622 

4,518 

15, 148 

EfZH 

DlESl 

3 

tn  TT 

June.. 

70,657 

8,010 

619 

15, 135 

3,807 

11,895 

2,640 

10, 198 

July... 

70,531 

18,533 

7,981 

597 

4,476 

15,158 

11.921 

2.643 

10. 169 

Aug... 

70,529 

18,457 

10,485 

7,972 

609 

;  gt 

4,428 

15,223 

^t.. 

70,853 

18,616 

10,597 

8,019 

616 

15, 273 

lifilitll 

Oct.... 

70,848 

■lAni 

7,999 

521 

15,270 

Kii 

ill'irM'l 

Nov  » 

70,981 

IlMI 

8,032 

521 

15,276 

3,852 

12,020 

2,669 

10,287 

Dec  >. 

71,104 

18,549 

10,542 

8,007 

622 

3,258 

4,459 

15,330 

3,847 

12,046 

2,666 

10,327 

Nott.— Data  in  TaUts  B-27  throufh  B-33  are  based  on  reports  from  omployini  establishmonts  and  rebrta  to  fen-  and 
part-time  waie  end  salary  workers  in  nonagricuiturai  astablishmenb  who  worked  during,  or  recoivod  pay  for,  any  part  of 
the  pay  period  which  includes  the  I2th  of  tho  month. 

Not  comparable  with  labor  force  data  (Tables  B-22  through  B-25),  which  include  proprietors,  self-empioyad  persons, 
domestic  servants,  and  unpaid  family  workers,  and  which  count  persons  as  omployod  when  they  are  not  at  work  because 
of  industrial  disputes,  bad  weather,  etc. 

For  description  and  details  of  tho  various  establishment  data,  see  "Employmaot  and  Earnings." 

Source:  Department  of  Labor,  Bureau  of  Labor  Statistics. 
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Table  B-28. — Average  weeklv  hours  oj  work  in  private  nonagrieultural  industries,  I929-7J 


I  latlaiNai  1147,  lata  Indada  aattn(  and  drtaklaf  piaeat. 

IMa.  Hoafi  and  aarniap  data  ia  Tabiaa  B-2t  niramh  B-33  ralata  to  prodactton  vNrkart  to  aiaatoaatactot  and  mtotof, 
to  aanatrnctton  worfcan  to  aanUact  aonstractton,  and  lanaraHy,  to  nonanpnrvtoary  amptoyaaa  to  othnr  indnitrtoi.  San 
Tabto  B-31  tor  nnad|u*tod  ivaakly  haart  to  nMnalacliifMB.  San  aiaa  Nata,  tabto  B-27. 

Saaraa:  Dapartniant  af  Later,  Baraaa  al  Later  Stattotka. 
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Table  B-29.  Average  gross  hourly  earnings  rumagricultural  industries  and  in  agriculture. 


Yaar  or  month 

Total 

non- 

ari- 

cul¬ 

tural 

privata 

1  Mamilacturini 

Minini 

Can- 

tract 

can- 

atruc- 

tian 

Trana- 

parta- 

tian 

and 

public 

utm- 

tiaa 

Whala- 

sala 

trada 

RaU* 

trada 

Fl- 

nanca 

inaur- 

anca, 

and 

raal 

aaUta 

S«rv* 

ic«s 

Agri¬ 

cul¬ 

tural 

Total 

Our- 

aMa 

loods 

Non- 

dur- 

abla 

fooda 

1»» . 

$0,360 

1S30 . 

.546 

lUl . 

.50* 

1132 . 

.441 

$14*2 

$0,412 

1*33 . 

.437 

.467 

.41* 

1134 . 

.52* 

.550 

.505 

t»35 . 

.544 

.571 

.520 

$0,610 

1*31 . 

.550 

.5(0 

.51* 

.62* 

1*37 . 

.517 

.567 

.565 

.65* 

1*31 . 

.620 

.67* 

.572 

.674 

1*3* . 

.627 

.6*1 

.571 

.**( 

fO 

1*40.....;.... 

.655 

.716 

.5*0 

.711 

.494 

IMl . 

.72* 

.7** 

.527 

.763 

.519 

1*42 . 

.151 

.*37 

.70* 

.(2* 

.5M 

1*43 . 

.*57 

l.OM 

.7*7 

.*** 

.909 

....... 

1*44 . 

1.011 

1.105 

.*44 

.*a 

.953 

1*43 . 

1.016 

1.0** 

.**( 

.**0 

.999 

1*4* . 

1.075 

1.144 

.*95 

1.107 

.797 

1*47 . 

11. 131 

1.217 

1.27* 

1. 145 

$i.4*9 

fl  Ml 

1.220 

1*4* . 

1.225 

1.32* 

1.3*5 

1.2S0 

1.9M 

1  i\i 

i.aot 

.  r 

1*4* . 

1.275 

1.378 

1.453 

1.2*5 

1.717 

1  79? 

1.360 

951 

1*S0 . 

1.335 

1.440 

L51* 

1.347 

1.772 

1  aaa 

1.427 

993 

a 

1*31 . 

1.45 

1.55 

1.65 

1.44 

l.*3 

102 

1.52 

1  04 

1*52 . 

1.52 

1.55 

1.75 

1. 51 

2.0i 

113 

1.61 

109 

1*53 . 

1.51 

1.74 

l.*5 

1.5* 

2.14 

12* 

1.70 

1  19 

1*54 . 

1.55 

1.71 

l.*0 

1.52 

2.14 

13* 

1.76 

1  20 

1*55 . 

1.71 

1.** 

1.** 

1.57 

2.20 

145 

1.63 

1  25 

1*3« . 

l.*0 

l.*5 

10* 

1  77 

7  Vk 

7  97 

1  M 

1*57 . 

1.1* 

105 

11* 

l.*S 

14* 

2.71 

2!  02 

I’W 

1*5* . 

l.*5 

111 

125 

l.*l 

2. 47 

M2 

2.09 

1*5* . 

2.02 

11* 

135 

1.** 

2.  S9 

2  93 

2. 19 

1*(0 . 

2.0* 

12* 

2.43 

2.05 

2. 91 

3.09 

2. 24 

mi . 

2  3? 

149 

2.11 

1*4 

l20 

2.31 

1.M 

10* 

.034 

1*53 . 

tn 

2. 39 

2.49 

2.93 

2. 1/ 
2.22 

2. 70 
2.75 

3.31 

3.41 

2.37 

145 

1.93 

1  91 

2. 17 

.05* 

1*14 . 

2.35 

153 

171 

2.2* 

1*1 

155 

$2.ii 

152 

1.75 

130 

$1.94 

.004 

IMS . 

2.45 

1*1 

17* 

2.35 

1*2 

170 

103 

161 

l.*2 

139 

106 

.051 

IW . 

2.55 

172 

1*0 

2.45 

105 

11* 

111 

173 

l.*l 

147 

117 

1.03 

in? . 

2.M 

153 

100 

157 

11* 

4.11 

124 

1** 

2.01 

ISO 

129 

1. 12 

IM . 

2.tS 

101 

11* 

174 

135 

4.41 

142 

105 

11* 

175 

2.43 

1.21 

IW . 

3.04 

11* 

13* 

1*1 

1*1 

4.7* 

1*4 

123 

130 

1*3 

1*1 

1.33 

1*70 . 

3  77 

13* 

IH 

3  0* 

>  |4 

5.75 

1*5 

3  44 

144 

3  09 

1  *1 

1.42 

1*71  * . 

3.42 

157 

1*0 

12* 

4.04 

170 

4.20 

1*7 

157 

3.20 

1** 

i.a 

1*70:  Jan . 

3.13 

12* 

14* 

101 

17* 

10* 

173 

135 

13* 

3.02 

2.71 

1.  $0 

F«6 . 

3.15 

12* 

14* 

101 

177 

10* 

175 

13* 

140 

3.05 

174 

Mar . 

3.15 

131 

151 

102 

17* 

10* 

174 

140 

141 

105 

175 

**» . 

9. 

132 

151 

104 

17* 

111 

175 

13* 

142 

104 

17* 

i.29 

May . 

3. 1* 

134 

154 

106 

1*0 

112 

1*0 

141 

143 

105 

177 

Jana.... 

121 

135 

157 

10* 

1*2 

115 

114 

142 

2. 43 

3  09 

2  79 

inly . 

123 

137 

157 

100 

1*2 

122 

1*7 

142 

144 

107 

1*0 

1.30 

Aai . 

125 

137 

15* 

10* 

1*4 

132 

1*0 

145 

145 

100 

1*2 

ST:::: 

9.Zf 

142 

152 

114 

1** 

13* 

1*4 

lU 

14* 

110 

1*0 

121 

137 

IS* 

113 

1*2 

144 

1*4 

14* 

14* 

113 

1*0 

1.4* 

. 

9. 29 

13* 

157 

115 

1*7 

14* 

1*5 

152 

14* 

115 

1*0 

D«c . 

130 

147 

lU 

117 

1*5 

14* 

1** 

152 

147 

Il5 

1*1 

1*71:  Jan . 

133 

ISO 

172 

11* 

1** 

153 

4.04 

157 

152 

11* 

1*3 

1.5* 

foh . 

135 

151 

174 

120 

4.00 

IS* 

4.0* 

150 

154 

124 

1*5 

Mar . 

135 

152 

175 

121 

4.01 

154 

4.07 

ISO 

155 

124 

1*5 

^ . 

135 

154 

17* 

123 

4.04 

155 

4.10 

1*2 

IS* 

12* 

1*0 

1.3* 

May _ 

3. 41 

155 

17* 

124 

4.04 

1*5 

4.13 

1*7 

157 

3.30 

2.90 

Jana _ 

142 

157 

1*0 

12* 

4.04 

1*3 

4.15 

10* 

IS* 

l2* 

1*7 

Jaly . 

143 

157 

17* 

12* 

4  05 

15* 

4.23 

1*7 

IS* 

12* 

1*0 

1.44 

Aai . 

3.49 

IS* 

17* 

127 

4.10 

175 

4.25 

170 

157 

130 

1*0 

14* 

J.50 

1*3 

131 

4.15 

1*5 

4.33 

172 

1*0 

130 

104 

3.90 

112 

3.2* 

1*2 

S.90 

4.31 

172 

1*0 

131 

103 

LS4 

Maa 

IM 

1*0 

lU 

12* 

1*1 

1*0 

4.32 

173 

1*0 

131 

104 

Dac  >... 

3.30  1 

15*  , 

1*4  1 

135 

4.2* 

1*1  1 

4.37 

177  1 

1*0 

133 

104 

•  WtMM  mrac«  et  *11  lam  waat  raiat  aa  a  ear  B 

•  lagfaMlac  1M7.  Ma  Mada  a^ai  aad  driakiai  | 

Nala.-Saa  Nata,  TaMaa  B-I7  aad 

Saaraat:  OapartaMal  al  Ufear  (■aiaaa  af  Later  StalMca)  aad  Oapartiaaat  al  AirtcaNara. 
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■  1M7,  data  incliida  aating  and  drMUni  placat. 

Nala.-San  Note,  Tablaa  B-27  and  B-Zt 

Sanrea:  Dapartmant  a(  Labor,  Bnraaa  af  Labor  Stattatiaa. 
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r  anti  hottrly  taming,  grau 
•hmng  inthutrus,  193^71 


Ourabla  goods  monufK- 

'  NonduraMa  goods  manu- 

taring  hidustrios 

1  factoring  lindustrias 

I  Etrninn  in  currtnt  dolUrs  adjustmi  to  nxcludn  tiM  nffncto  of  ovnrtimn  and  intorindustry  thilto. 

>  Annual  avarait  not  availabto;  Apri  I  uaad. 

>  Elavan-month  aytraga;  August  194&  aacludad  bacausa  at  VJ  Day  holiday  pariod. 

Nota.— Saa  Nota,  Tablas  B-27  and  8-21 

Saa  Tabla  B-2t  for  saasonally  adjustad  avaraga  gross  waakly  hours. 

Sourca:  Dapartmant  of  Labor,  Buraau  of  Labor  Stotistks. 


1 


Table  B-32. — Avtrag*  wttkly  earnings,  grass  and  spendable,  total  prioate  nonagriailtural 
mdustries,  m  current  and  1967  dUlars,  M7-71 


Vaar  or  mantb 

Avaraga  grou  waoMy 
Mmingi 

Avaraga  spandaMa  waakly  urnings  > 

Workar  with  no 
dapandants 

Workar  with  thraa 
dapandants 

Currant 

dollars 

1N7 

dollaisi 

Currant 

dollars 

1M7 

dollais> 

Currant 

dollars 

1M7 
dollars  * 

JM7 . 

M5.5I 

SOS.  13 

$39.16 

$5154 

$44.M 

$M.73 

IMS . 

4S.00 

67.  M 

43.11 

59.79 

4151 

67.24 

IMS . 

50.24 

70.36 

44.15 

61.43 

49.74 

6S.M 

ISSO . 

53.13 

73.69 

46.02 

63.43 

52.04 

72.14 

ISSI . 

57.  H 

74.37 

44.64 

62.57 

55.79 

71.71 

ISH . 

H.SS 

76.29 

50.07 

62.94 

57.47 

72.79 

ISH . 

63.7$ 

7S.M 

52.45 

65.44 

M.31 

75.29 

ISM . 

M.52 

40.15 

53.76 

M.7S 

M.S5 

75.59 

1155 . 

47.72 

M.44 

56.27 

70.16 

63.41 

79.06 

IS5S . 

70.74 

46.90 

5163 

72.03 

65.42 

90.  M 

It57 . 

73.33 

46.99 

M.47 

71.73 

67.71 

90.32 

»5I . 

75.  OS 

46.70 

61.43 

71.40 

69.11 

79.40 

1S5S . 

7S.7S 

90.24 

M.52 

73.91 

71.  M 

42.31 

ISM . 

M.S7 

90.95 

65.59 

73.95 

72.96 

42.25 

IMl . 

S2.M 

92.19 

67.04 

74.47 

74.44 

43.13 

1SC2 . 

SS.S1 

M.S2 

69.56 

7174 

76.99 

M.9S 

1SS3 . 

SS.46 

96.47 

71.05 

77.44 

7156 

45.67 

ISM . 

SI.  33 

94.31 

75.04 

M.7S 

42.57 

99.H 

1SS5 . 

S5.0S 

100.59 

7199 

43.59 

4130 

91.32 

ISM . 

SS.S2 

101.67 

41.29 

43.63 

4166 

91.21 

1M7 . 

101.  M 

lOI.M 

43.34 

43.34 

90.  M 

90.  M 

ISM . 

107.73 

103.39 

4171 

43.21 

95.24 

91.44 

ISM . 

114.41 

104.34 

90.  M 

42.  M 

99.99 

91.07 

1S70 . 

US.  46 

102.72 

95.  M 

42.49 

104.61 

49.95 

1S71  » . 

126.54 

104.32 

103.24 

45.11 

111.42 

92.14 

1S70:  Jan . 

116. 12 

102.49 

93.43 

42.46 

101.97 

90.00 

Fab . 

116. 55 

102.33 

93.76 

42.32 

102.32 

49.43 

Mar . 

117.24 

102.39 

M.27 

42.33 

102.47 

49.  M 

Apr . 

116.  S7 

101.54 

M.07 

41.  M 

102.65 

49.11 

May . 

11103 

102.01 

M.46 

41.99 

103.44 

49.44 

Jnna . 

120.05 

103.22 

9134 

42.47 

105.04 

90.35 

July . 

121.45 

1M.07 

97.43 

43.49 

106.14 

90.99 

Aug . 

122.20 

104.53 

97.99 

43.42 

106.74 

91.34 

121.73 

103.60 

97.  M 

43.10 

106.40 

90.55 

121.03 

102.44 

97.11 

42.23 

105.45 

99.63 

Nov . 

121.07 

102.17 

97. 14 

41.97 

105.44 

49.35 

Doc . 

122.43 

102.40 

9116 

42.42 

106.96 

49.41 

1S71:  Jan . 

121.  SS 

102.25 

99.40 

43.72 

104.15 

90.73 

Fab . 

122.61 

102.69 

100.34 

M.04 

104.73 

91.06 

Mar . 

123.65 

103.21 

101. 10 

M.39 

109.55 

91.44 

Aar . 

124.05 

103.20 

101.40 

M.36 

109.  M 

91.40 

luy . 

125.49 

103.  H 

102.46 

M.S2 

111.00 

91.49 

Juno . 

127. 57 

105.00 

104.00 

45.60 

112.64 

92.71 

July . 

127.  M 

105.04 

104.27 

45.61 

112.93 

92.72 

129.03 

105.  M 

105.07 

4105 

113.79 

93. 19 

Sa^ . 

129. 13 

105.67 

105.15 

M.05 

113.  M 

93.14 

129.13 

105.50 

105. 15 

45.91 

113.  M 

93.02 

Nov  » . 

129.11 

105. 31 

105. 13 

45.75 

113.45 

92.  M 

Doc  ». . 

130.55 

106.05 

106.20 

M.27 

114.99 

93.41 

I  Earaings  in  wrrMi  dollan  divMail  by  tba  coasumar  prica  indax. 

•  Avaraga  grou  waakly  aarnlngs  lass  social  sacurity  and  incoffla  Uxas. 


Total  privata  consists  ol  manulactunng;  mining;  contract  construction;  transportation  and  public  utilitios; 
wbolasala  and  ratail  trada;  linanca,  insuranca,  and  raal  astata;  and  sarvkas. 

Saa  also  Noto,  TaMas  B-27  and  B-21 

Sourca:  Oapartmant  ¥  Labor,  Buroau  ¥  Labor  Statistics. 
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Table  B-33. — Avtrage  weekly  earnings,  gross  and  spendable,  in  manufaeturing  industries,  in 
current  and  1967  dollars,  1939-71 


Yaar  or  month 

Avaraga  grots  weakly 
earnings 

Avaraga  spendable 

Worker  with  no 
dependants 

weekly  earnings  > 

Worker  with  three 
dapandenb 

Currant 

dollars 

1967 
dollars  > 

Currant 

dollars 

1967 
dollars  ■ 

Current 

dollars 

1967 
dollars  > 

1939 . 

$23.64 

$56.83 

$23.37 

$56.18 

$2140 

$56.25 

1940 . 

24.96 

59.43 

24.46 

5124 

24.71 

5183 

1941 . 

29.48 

66.85 

27.96 

63.40 

29.19 

66.19 

1942 . 

36.68 

75.16 

31.80 

6116 

36.31 

74.41 

1943 . 

43.07 

83.15 

35.95 

6140 

41.33 

79.79 

1944 . 

45.70 

86.72 

37.99 

72.09 

4176 

83.04 

1945 . 

U.20 

82.00 

36.82 

68.31 

42.59 

79.  la 

1946 . 

43.32 

74.05 

37.31 

63.78 

42.79 

7115 

1947.. . . 

49.17 

73.50 

42. 10 

62.93 

47.58 

71. 12 

1948....! . 

53.12 

73.68 

46.57 

64.59 

52.31 

72.55 

1949 . 

53.88 

75.46 

47.21 

61 12 

52.95 

74.16 

1950 . 

58.32 

80.89 

50.26 

6171 

56.36 

78.17 

1951 . 

63.34 

81.41 

52.97 

68.06 

60.18 

77.35 

1952 . 

67.16 

84.48 

55.04 

6123 

62.98 

79.22 

1953 . 

70.47 

87.98 

57.59 

71.90 

6160 

81.90 

1954 . 

70.49 

87.57 

58.45 

72.61 

6165 

81.55 

1955 . 

75.70 

94.39 

62.51 

77.94 

6179 

87.02 

1956 . 

78.78 

96.78 

64.92 

79.75 

72.25 

88.76 

1957 . 

81.59 

96.79 

66.93 

79.40 

74.31 

88.15 

1956 . 

82. 71 

95.51 

67.82 

7131 

7123 

86.87 

1959 . 

88.26 

101. 10 

71.89 

82.35 

79.40 

90.95 

1960 . 

89.72 

101. 15 

72.57 

81.82 

80.11 

90.32 

1961 . 

92.34 

103.06 

74.60 

83.26 

82. 18 

91.72 

1962 . 

96.56 

106.56 

n.86 

8194 

8153 

94.40 

1963 . 

99.63 

108.65 

79.82 

87.04 

87.58 

9151 

1964 . 

102.97 

110.84 

84.40 

90.85 

92. 18 

99.22 

1965 . 

107. 53 

113.79 

89.08 

94.26 

96.78 

102.41 

1966 . 

112.34 

115.58 

91.57 

94.21 

99.45 

102.31 

1967 . 

114.90 

114.90 

9128 

93.28 

101.26 

101.26 

1968 . 

122.51 

117.57 

97.70 

93.76 

106.75 

102.45 

1969 . 

129.51 

117.95 

101.90 

92.81 

111.44 

101.49 

1970. . 

133.73 

114.99 

106.62 

91.68 

11190 

99.66 

1971  » . 

142.44 

117.43 

114.97 

94.78 

124.24 

102.42 

1970:  Jan . 

131.60 

116.15 

105.03 

92.70 

114. 17 

100.77 

Feb . 

130.94 

114.96 

104.53 

91.77 

11169 

99.82 

Mar . 

132.40 

115.63 

10163 

92.25 

114.85 

100. 31 

Apr . 

131.47 

114. 12 

104.93 

91.09 

114.06 

99.01 

May . 

132.93 

114.89 

106.02 

91.63 

11127 

99.63 

June . 

134.74 

115.86 

107.38 

92.33 

116.71 

100.35 

July . 

134.46 

115.22 

107.17 

91.83 

HIM 

99.81 

Au| . 

134.13 

114.74 

106.92 

91.46 

116.22 

99.42 

Sart . 

135.43 

115.26 

107.90 

91.83 

117.25 

99.79 

Oct . 

133.45 

113.00 

106.41 

90.10 

11168 

97.95 

Nov . 

134.58 

113.57 

107.26 

90.51 

116.58 

98.38 

Dm . 

138.45 

116.25 

110.16 

92.49 

11166 

100.47 

1971:  Jan . 

138,60 

116,28 

112, 14 

94.08 

121.25 

101.72 

Fab . 

138.29 

115.82 

111.91 

93.73 

121. 01 

101. 35 

Mar . 

139.74 

116.64 

112.98 

94. 31 

122.14 

101.95 

Apr . 

139.83 

116.33 

113.04 

94.04 

122.21 

101.67 

May . 

142.00 

117.55 

114.65 

94.91 

123.90 

102.57 

June . 

143. 51 

118. 12 

11176 

95.28 

125.07 

102.94 

July . 

142.09 

116.66 

114.71 

94.18 

123.97 

101.78 

Auf . 

141.69 

116.04 

114.42 

93.71 

123.65 

101.27 

Sapt . 

143.28 

117.25 

11159 

94.59 

124.89 

102.20 

Oct . 

144.00 

117.65 

111  12 

94.87 

121 45 

102.49 

Nov  ». . 

144.72 

118.04 

11165 

95.15 

121 01 

10^7S 

Dm  » . 

150.18 

122.00 

120.64 

98.00 

130.25 

105.81 

>  Eirnings  in  currtnt  <!ollir$  diyidtd  by  thn  conwmnr  prict  indtx. 

>  Avtrai*  SroM  wnnkly  Mrnings  list  social  sacurity  and  incoma  taxas. 

Nota.— Saa  Nota,  Tablas  B-27  and  B-2S. 

Soiirca:  Dapartmant  of  Labor,  Buraau  of  Labor  Statistica. 
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Tails  B-94. — Inims  tj  otitpmt  per  mm  him  md  rdtUi  data,  priaaU  tcaaomy,  I947-7i 


HW-IOOI 


Yaar 

TaM 

prt- 

yata 

Fana 

Naafarai  iadastrias 

TaW 

pn- 

vata 

Fana 

Naafarai  Matlriaa 

TaW 

Prt- 

«ata 

Fana 

Naafana  Iadastrias 

ratal 

Maa- 

ufac- 

tar- 

i«4 

Naa- 

aian* 

atac- 

tar- 

iM 

TaW 

Maa- 

afac- 

tar- 

tM 

Naa- 

aua- 

afae> 

tar- 

•m 

TaW 

Maa- 

afac- 

tar- 

ing 

Naa- 

aian- 

afac- 

tar- 

IM 

Oalpati 

Maa-baara* 

Oatpat  par  oiaa-baar 

IMF 

4S.S 

71.1 

44.  S 

44.7 

44.  S 

MS 

243.4 

710 

S1.S 

714 

S1.3 

20.2 

y.i 

S4.S 

S12 

IM... 

47.1 

7S.S 

4«.S 

410 

M3 

M2 

2310 

711 

40.0 

712 

U.4 

MO 

SIS 

S7.0 

S4.2 

mi:.. 

47. 1 

77.0 

M4 

412 

47.4 

M2 

2314 

710 

717 

77.1 

SIS 

Ml 

•LI 

MO 

•1.4 

na... 

SF  S 

•1  F 

SI  3 

SI  3 

SL4 

y.4 

2111 

74.0 

74  4 

714 

SO  7 

y.7 

MO 

•4.4 

M3 

an... 

»  t 

77  0 

SS  0 

S4  S 

S4  1 

M7 

203.1 

M  0 

MS 

S1.S 

•I  S 

y  0 

M3 

4S  0 

M4 

iftt..- 

y.F 

7«  S 

$•3 

y  4 

SIS 

01  2 

IM  4 

•4.1 

y.3 

MS 

M7 

41  2 

MS 

M2 

y.2 

m 

•0.1 

•3.7 

S4.1 

•2.4 

S7.3 

MO 

170.3 

MS 

01.4 

•3.2 

M3 

M7 

MO 

M3 

MS 

HM 

M.3 

•$.4 

SS.3 

S12 

M3 

MS 
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I  Oatpat  ratan  tp  groM  MtioMi  pradaci  la  IKI  (trOan. 

>  Haars  ti  iM  peratat  la  primta  iaduttry  layiid  la  pradactiaa,  iadadiai  aMa-haan  ol  prapriataa  aad  aapaid  laaily 
awrfcan.  Maa-haara  aatiaiataa  kaaad  prlaiailv  aa  aitaMMtaiaal  data. 

>  Wagat  aad  tatariaa  at  aaiplayaat  plus  aaiplayara'  caatrifeatioa  far  tacW  iaaaraaca  aad  priaata  baaaWt  plaaa.  Maa 
ladadas  aa  aatbaata  at  wagaa,  talariat,  aad  aapplaaiaatal  payaianti  far  Ika  lalf  aaiplayad. 

<  Carraat  daHar  giaaa  piadact  diaidad  by  oaaaUat  daHar  piadact 

Nata.— Far  intaraialiaa  aa  laarcaa,  aiathadology,  traada.  aad  aadarlylag  factan  laWaaadag  tba  aiaatarat,  aaa  Bataaa 
aUabar  StatMca,  Dapartaiaat  af  Labar,  Bullatia  Na.  14Sa,  "Haadboek  ef  Malhodt  tar  Saraaya  aad  Stadm,"  Octebar 

laaica:  Oapartawat  af  Labar,  Baraaa  at  Ubar  StatMlea. 
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PRODUCTION  AND  BUSINESS  ACTIVITY 

Table  B-35. — Industrial  production  indexes,  major  industry  divisions,  1929-71 
I1K7-100I 


Tamji  B-36. — iMhatrud  prodwtion  mitxts,  marktt  groupings,  1947-71 
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Saarca:  Baard  al  Gavaraan  af  tha  Fadaral  Raaanra  Syilaai. 
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Table  B-S8. — Mam^actming  Mtpyi,  tap^ity,  emd  utilitalioH  raU,  194S-7t 
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W71V 


I  May  differ  aliihtly  from  data  shown  in  Tablo  B-3S  bocauso  o(  rounding. 

*  Output  as  porcont  of  capKity . 

Noto.— For  doocription  of  aorios,  soo  “Fodoral  Roservo  BuHotin,”  October  1971,  pp.  779-7S1  and  "Fodoral  Rosarvo 
BuNotin,"  Novofflbor  1966,  pp.  1605-1615. 

Source :  Board  of  Governors  of  tha  Fodoral  Rosarvo  Systam,  basad  on  data  of  Fodoral  Resorve,  Department  of  Commerce, 
and  McGraw-HiH  Information  Systoms  Company. 
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31.95 

1180 

11 15 

L89 

1.78 

3.03 

1.23 

13.14 

1110 

1158 

197H . 

61.47 

30.21 

14.29 

1192 

2.13 

L67 

1.87 

1.37 

1120 

1189 

18. 11 

1972 « . 

66.90 

31.42 

1102 

1140 

2.37 

1.88 

^50 

1.43 

17.58 

31:73 

Seasonally  adj  istad  annual  rates 

1969;  1 . 

72.52 

29.99 

1147 

14.52 

1.83 

1.68 

2.89 

1.87 

11.52 

7.74 

1100 

II.... 

73.94 

31.16 

1198 

1118 

1.88 

1.76 

2.22 

1.66 

11.  tt 

7.92 

1167 

III... 

77.84 

33.05 

16.53 

1152 

1.89 

2.06 

2.23 

1.65 

11.  U 

171 

1178 

IV... 

77.64 

32.39 

1188 

1150 

1.85 

1.94 

2.80 

1.63 

11.80 

176 

1167 

1970:  1 . 

76.22 

3144 

1140 

1105 

1.92 

1.74 

2.94 

L37 

12.14 

114 

1152 

II.... 

63.22 

32.43 

1132 

1111 

1.84 

1.88 

2.88 

1.12 

12.72 

1138 

1196 

III... 

61.66 

32.15 

1174 

1140 

1.86 

1.96 

3.24 

L22 

13.84 

1162 

17.00 

IV.... 

78.63 

30.  N 

14.92 

1105 

1.94 

LS6 

3.08 

1.22 

13.68 

1120 

1197 

1971:  1 . 

79.32 

30.46 

14.21 

1125 

2.04 

L46 

L29 

L33 

14.64 

1170 

17.39 

II.... 

81.61 

30.12 

14.06 

1106 

^08 

LU 

2L28 

1.40 

14.91 

1L21 

17.72 

III... 

80.75 

29.19 

13.76 

1143 

2.23 

1.72 

L68 

LU 

1187 

1173 

17.85 

IV»... 

84.02 

3112 

1111 

1101 

2.18 

L64 

2.20 

L30 

1137 

3120 

1972:  !».... 

87.14 

3126 

1194 

1131 

Z09 

2.12 

2.18 

L60 

1132 

3L57 

IM... 

88.47 

3118 

1112 

1106 

1  57:28 

■  Ewhidts  atrieultural  busiiwss;  real  astata  oparalort;  madical,  latal,  adocathmal,  and  cultural  aarvica;  and  nonprofit 
orpniaations.  ihasa  fifuras  do  not  afraa  pracisaly  arith  tha  find  i nvast-nant  data  in  Um  froaa  national  product  astimatoa, 
mainly  bacauM  thOM  data  includa  invastmant  by  farmars,  profassionali,  institutions,  and  raal  astata  firms,  and  cartain 
outlays  ebarpd  to  currant  account 

•Commorcial  and  othar  indudas  trada,  sarvica,  construction,  financa, and  insuranca. 

•  Estimatas  based  on  aspseted  capital  expendituras  raportad  by  business  in  Octobar-Oacambar  1971.  Includes 
adjustments  when  nacasury  for  systematic  tandancias  in  expectations  data. 

Noto.— Annual  total  is  tha  sum  of  unadjustod  axpandituros;  it  does  not  nacosurily  coincida  with  tha  avaiap  of  aoaaon- 
ally  adjustod  fifures. 

Sources:  Department  of  Commorca  (Bureau  of  Economic  Analytis)  and  Sacuritias  and  Eachanp  Commission. 
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Table  B-40. — New  construction  activity,  1929-71 
IValu*  put  in  placa,  millions  o(  dollsrsi 


Table  B-40. — New  eoiutnic/ion  acturity,  1929-71 — Ccmtinued 


|Valit«  put  in  plaM,  mHliom  of  dolltrs] 


Yoar  or  month 

Total 

con¬ 

strue* 

tloa 

Private  construction 

Public  constructian 

i 

Total 

Residential 
buiMings  ■ 

Nonrosidontial  buiMings  and  othor 
constructien  < 

Total 

Fad- 

orally 

ownad 

State 

and 

locally 

owned* 

Total  > 

Now 

hous- 

unib 

Total 

Com- 

mor- 

cial> 

In¬ 

dus¬ 

trial 

Othor < 

Saaaonally  adjusted  annual  rates 

1970:  Jan.... 

91.475 

64,397 

32.235 

24. 203 

32.152 

9.919 

6.282 

15.951 

27,099 

3.119 

23.969 

Fob.... 

92.32' 

64.615 

32.245 

23.543 

32. 370 

10.090 

6.467 

15.823 

27,707 

3.132 

24.575 

bar.... 

91.94b 

65,392 

31.775 

23.296 

33.617 

10.352 

6.594 

16.671 

26.556 

3.021 

23.535 

Apr.... 

91.059 

64.991 

31.024 

22,974 

33.967 

9. 732 

6.901 

17,334 

26. 067 

3,436 

22.631 

IlCay.... 

91.402 

64.966 

30,559 

22.749 

34, 307 

9, 737 

6.736 

17,834 

26.536 

3.075 

23.461 

Julia... 

93. 796  j 

65.580 

30. 216 

22.799 

35.364 

10.073 

6.911 

19.390 

29.216 

3.247 

24.969 

July.... 

93.250 

64.816 

29,972 

23.356 

34.944 

9.496 

6.591 

18.777 

29.434 

3.001 

25.433 

Au| _ 

94.973 

65.444 

30.035 

23,901 

35.409 

9.734 

6.767 

19.909 

29.529 

3.455 

26.074 

Sopt. .. 

M.241 

66.406 

31.222 

24. 4M 

35. 194 

9.542 

6.449 

19,193 

27.935 

3,474 

24. 361 

Oct _ 

96.401 

67.946 

32.991 

24.966 

34.955 

9.313 

6.406 

1  19.236 

29.555 

3.441 

25.114 

Hov _ 

98.295 

69.248 

34.096 

25.559 

35.152 

9.349 

6.292 

19.522 

29.037 

3.499 

25.549 

Doc.... 

102.628 

70.729 

35.104 

26.691 

35.625 

10.001 

6,089 

19.536 

31.899 

3.604 

28.295 

1971:  Jan.... 

100.645 

70.637 

35.629 

27. 561 

35.009 

10.262 

6.169 

19,577 

30.009 

3.818 

26.190 

Fob.... 

102.340 

70.743 

36.509 

29.519 

34. 234 

10. 106 

6.259 

17.970 

31.597 

3.706 

27.999 

Mar.... 

103.027 

72.961 

37.679 

29.607 

35.293 

10.734 

6.072 

18.477 

30.066 

3.951 

26.215 

Apr.... 

105. 975 

76.263 

39,599 

31,046 

36.674 

11,262 

6.110 

19.302 

1  29.612 

4.023 

25.599 

May.... 

107, 591 

77.890 

41.500 

32. 874 

36.390 

11.038 

5.766 

19.576 

29, 711 

3.956 

25,  755 

Julio... 

109, 210 

1  79.941 

42.326 

34.041 

37,615 

11.795 

5.508 

20. 312 

29.269 

3.956 

25.313 

July.... 

109.957 

1  90.494 

42.699 

35.040 

37.795 

12.690 

5.429 

19,677 

29.473 

4.610 

24.963 

Auf.... 

111.910 

92.071 

43.927 

36.599 

39.144 

13.069 

4.952 

20.223 

:  29.939 

4.031 

25.909 

Soot... 

110.031 

91.442 

1  94.739 

;  37.406 

36.703 

11,702 

4. 597 

20.404 

29.599 

3,869 

24.720 

Od..... 

113.649 

91.905 

!  45.035 

1  37,  461 

36.770 

11.510 

4.993 

20.267 

31.943 

4.042 

27.901 

Nov  *... 

113.353 

1  12.940 

1 

45.030 

37,340 

37.910 

12.124 

4.924 

20.862 

30.413 

4.303 

26.110 

l 

■  Bofinnint  1960,  farm  rasidantial  bviMiii|>  Indodod  ia  rosidontial  buiMinp;  prio<  to  IMO,  includod  io  nonroaidontial 
buiMiHft  and  othor  corntroction. 

•  Total  indodos  additions  and  altarations  and  nonhonsakoopinf  onib,  not  shown  soparalsly. 

>  Offico  boiMinis,  warohousos,  storos,  rostauranb,  laraias,  ate. 

•  RaUfious,  aducational,  hospital  and  institutional,  miscollanoous  nonrosidsnlial,  farni,  poMic  utilitios.  and  all  othof 
privata. 

•  Indudas  Fodoral  |rants-in-aid  for  State  and  locally  ownad  projacb. 

•  Rraliniinary  astinulas  by  Council  of  Economic  Advisors. 

Sourco:  Daportmont  of  Cammofco,  Buraau  of  tho  Consus,  oacapt  as  noted. 
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Table  B-41. — Jftw  housing  starts  and  applieations  for  financing,  1929-71 
(ThowMidt  o(  HiiittI 


Housinc  itirts 


Prtpoiad 
hOMM  eoR- 
struction* 


Total  (larM  lad  nonlann) 


Table  B-41.— JViw  knuing  stmts  msd  •pplkatimu  fm  fissmscmg,  1929-71 — Continued 


(TlMMMBt  Si  •■Nil 


I  UhH*  I*  strachirts  bunt  b«  piivat*  dtv«>op«rs  tar  mI«  apM  comptaUM  la  laut  paMic  bainiai  aatharittat  aadar  tha 
Oapartaiaat  of  HaaUac  **4  Urban  Davalipaiint  "Tamhay”  praEram  ara  datiMiad  aa  prhrala  haaainf.  Mitary  baaBai 
aiartt.  ‘ndadlai  tbaaa  bnaacad  arttb  nartiacat  inaarad  by  FHA  aadat  Sadiaa  103  al  Hm  Nattanal  Haaaiaf  M,  ara  in- 
dadad  ia  pablldy  fiMacad  atarta  bat  aadadad  Iraai  taWjrivala  aiarta  and  Iran  FHA  ataits. 

•  Nat  avaHabla  priar  la  IMI  aieapl  tar  aanlwM  far  tt29-44. 

•  Data  ara  aat  avadabla  tar  aaw  baaiaa  alartad  aadar  tba  Oapartaiaat  af  A(ricaltara.  Fanaara  Haaia  AdaiiaMratiaa 
protraai. 

<  Unita  ara  far  !•  to  4-faaiily  boaainE 

•  Data  baainatna  1M7  cavar  approihaalaN  13,000  paradt-lwalaE  pincaa.  Data  lar  1N3-M  ara  baaad  aa  12,000  placaa 
and  IIM^.  10,000  placaa.  Tba  addWaa  at  appraihaalaly  1,000  panaM-iaaali«  placaa  ialKTcaatribatadaa  lacraaaa  at 
3  percent  la  Mai  pariait  aatbarintiaaa. 

•  Unlta  la  wnrtiaEa  appHctHaaa  ar  appralaal  rapBaata  lar  naw  baaia  canatracHaa. 

•  FHA  aracraai  appraaad  la  Jana  1134-  all  1134  actWty  Inchidad  In  IttS. 

•  Maanly  natMalaa  lar  Saptambar  IMS-May  1130  wara  praparad  by  Haaaiai  and  Hama  Fbiaaca  Aiaacy. 

•  Nat  avadtMa  aaparataly  bafinnlnp  Janaary  1070. 

Saaicaa:  Dapartmant  ai  Cammarca,  Oapartmaat  af  Haaaint  and  Urban  Daaalepmaat,  and  Valaraas  Admlahtratlaa, 
aieapl  aa  naiad. 
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Seasonally  adjusted 


1970;  Jan.. 
Feb.. 
Mar.. 
Apr.. 
May. 
June. 


1971:  Jan.. 
Feb.. 

Mar. 

Apr., 

May. 

June 


1.59 

54.278  97,123 

1.79 

20,292 

24,484 

1.21 

30,334 

45,079 

1.49 

1.58 

54,630  97,624 

1.79 

20,571 

24,853 

1.21 

30,669 

45,211 

1.47 

1.59 

54,499  97,914 

1.80 

20.463 

24,842 

1.21 

30,695 

45, 263 

1.47 

1.61 

53,790  98,667 

1.83 

20.012 

24,942 

1.25 

31,005 

45. 555 

1.47 

1.58 

54,876  98,555 

1.80 

20,684 

24,990 

1.21 

31,198 

45,465 

1.46 

1.58 

55,440  98,744 

1.78 

20,656 

25,142 

1.22 

31,293 

46,043 

1.47 

1.59 

55,386  99,164 

1.79 

20,639 

25,410 

1.23 

31,601 

46. 547 

1.47 

1.59 

55,644  99,329 

1,79 

20,698 

25,423 

1.23 

31,710 

46,930 

1.48 

1.60 

55,073  99,578 

1.81 

20,714 

25,689 

1.24 

31,951 

46,973 

1.47 

1.63 

53,235  100,282 

1.88 

20, 754 

26,003 

1.25 

31,621 

46,303 

1.46 

1.^ 

52,562  100,927 

1.92 

20,641 

26. 334 

1.28 

31,282 

46,113 

1.47 

1.62 

54,464  100.476 

1.84 

20,718 

26,604 

1.28 

31,761 

46. 555 

1.47 

1.60 

55,718  100,878 

1.81 

21,338 

26,646 

1.25 

32,290 

46.888 

1.45 

1.57 

56,982  100,602 

1.77 

21,334 

26. 806 

1.26 

32, 850 

47,426 

1.44 

1.56 

57, 790il00,502 

1.74 

21,676 

26. 788 

1.24 

33. 274 

48,246 

1.45 

1.56 

57.680!i00.420 

1.74 

21,897 

27.046 

1.24 

33, 578 

48,809 

1.45 

1.55 

58.352,100.647 

1.72 

22,449 

’T.KO 

1.21 

33,502 

49,259 

1.47 

1.54 

58,988jl00,536 

1.70 

22,716 

it,  333 

1.20 

33,827 

49, 534 

1.46 

1.55 

58, 418' 100, 194 

1.72 

22,621 

27.866 

1.23 

33,688 

49,592 

1.47 

1.55 

57.804,100.063 

1.73 

22,605 

27,795 

1.23 

34. 655 

50,299 

1.45 

1.55 

57,8921 100, 266 

1.73 

22,549 

27. 814 

1.23 

35. 219 

50,844 

1.44 

1.56 

57,439  100,740 

1  75 

22,  .’84 

27. 928 

1  25 

34,964 

50,800 

1.45 

1.53 

59, 061  100. 793 

1.71 

22,660 

28, 318 

1.25 

35,620 
S34, 876 

50, 377 

1.41 

>  Monthly  averafe  for  year  and  total  for  month. 

>  Seasonally  adjusted,  end  of  period. 

*  Inventory /sales  ratio.  For  annual  periods,  ratio  of  weighted  average  inventories  to  average  monthly  sales;  for  monthly 
data,  ratio  of  inventories  at  end  of  month  to  sales  for  month. 

<  ManufKturing  data  prior  to  1961  not  completely  comparable  with  later  data.  See  Department  of  Commerce,  Bureau 
of  the  Census,  “Series  M3-1.1,”  September  1968. 

*  Based  on  seasonally  adjusted  data  through  November. 

*  Unofficial  estimate. 

Note.— The  inventory  figures  in  this  table  do  not  agree  with  the  estimates  of  change  in  business  inventories  included 
in  the  gross  national  product  since  these  figures  cover  only  manufacturing  and  trade  rather  than  all  business,  and  show 
inventories  in  terms  of  current  book  value  without  adjustment  for  revaluation. 

Source:  Department  of  Commerce  (Bureau  of  Economic  Analysis  and  Bureau  of  the  Census). 
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Table  B-43. — Mam^actttrtri  dupmtnU  end  iiunntorus,  1947-71 
IMWomof  dofanl 


SkipiMnlsi 


NondMrablt  coeds  htdmtriM 


29,254  16,945  35, 
28,944  17,015  35, 
28,811  17,275  35, 
28,584  17,080  35, 
28.547  18,962  35, 
28,329  16,800  35, 

28,177  16,583  35, 
28,214  16,600  35, 
28,532  16,725  35, 
28,541  16,847  36. 
28,626  16.703  36. 


>  Honthly  svtraio  for  year  sad  Mai  (or  month. 

<  Book  vohio,  adivstod,  and  of  period,  axcapt  as  noted. 

*  Data  prior  to  1961  not  eompiotaly  comparable  with  later  data.  Soa  Oapartmant  of  Commarea,  Bureau  of  the  Canaas, 
"Soriat  K3-1.1.''  SapMnbar  1968. 

<  Baaed  on  saasenaHy  adiastad  data  through  Novombor. 

Soarca:  OopartaMot  of  Cammerca,  Baraau  of  the  Canaat. 


mu  mu  mu  m 


Unfilled  order*- 
shipmenb  ratio* 

ToUl 

Dure* 

Me 

goods 

indus¬ 

tries 

Non¬ 

dura¬ 

ble 

goods 

indus¬ 

tries 

l»70:  Jin .  M.OU 

Fib .  53. 7M 

Mir .  53, 6M 

Jter .  52.  M7 

Miy .  54,222 

Jhim .  54,902 

JMy .  55,272 

Ait .  54,932 

Sipt .  53,5«7 

Oct .  51,951 

Hov .  52,493 

Dm .  55,499 

1971:  Jin .  57,255 

Fib .  57.195 

Mir .  57,999 

Apr .  59,597 

Miy .  57,029 

Junt .  57.009 

July .  59.255 

Av| .  59,095 

Sii4 .  57,322 

0« .  57,490 

Nov .  59,579 


■  Monthly  ivorifi  lor  yoir  ind  tolil  for  nMnth. 

> Soiionilly  idiustid,  tnd  of  ptriod. 

*  Ritio  of  unlillod  ordirs  it  ind  of  poriod  to  shipmtnts  lor  ptriod;  OKludOi  industrios  with  no  unfHltd  ordtra  Annuil 
ftfimt  rolitt  to  MMonilly  odjustid  ditp  for  Dtctnibtr,  outpi  m  noltd. 

r  Dili  prior  to  1991  not  complttily  comporiblt  with  littr  diti.  Compiriblt  diti  for  niw  orders  (totil,  durable,  tnd  non¬ 
durable)  ire  iviilible  lor  1959,  1959.  end  1990  only.  See  Deportment  of  Commerce,  Bureiu  of  the  Census,  "Series 
M3-1.1,  S^ember  1999,  for  these  diti. 

•  Bised  on  seesonelly  odjustid  doto  through  November. 

Source:  Deportment  of  Commerce,  Bureeu  of  the  Census. 
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Iff ^lll  iff  f 5s  Iff S|fl  il?f 5s 


j 

PRICES 

Table  B-45. — Omfwner  price  indexes,  bp  major  groups,  1929-71 
For  urban  wage  earners  and  cleric^  workers 


I1K7-100I 


Yaoror  uMotk 

All 

ilaaia 

Foorl 

Housing 

AppartI 

and 

upkoop 

Trans¬ 

porta¬ 

tion 

Madkal 

cara 

Parsonal 

cart 

Rtaditf 

aad 

rterta- 

tion 

Otbor 

|ttds 

aad 

tandets 

Total 

Rant 

192* . 

51.3 

49.3 

415 

1930 . 

50.0 

45.9 

MHIIfl 

47.5 

1931 . 

45.9 

37.9 

412 

1932 . 

40.9 

31.5 

92.9 

312 

1933 . 

39.9 

30.9 

54.1 

319 

1934 . 

40.1 

34.1 

50.7 

40.4 

1935 . 

41.1 

39.5 

413 

50.9 

40.9 

42.9 

311 

39.9 

41.9 

44.9 

1931 . 

41.5 

39.9 

•a'  • 

WU 

HI  m 

43.0 

313 

37.4 

42.5 

44.5 

1937 . 

43.0 

1  i 

43.7 

39.9 

39.6 

43.7 

45.7 

1939 . 

42.2 

319 

Hi  1 

44.0 

39.7 

414 

45.2 

46.1 

1939 . 

41.9 

34.9 

■ 

510 

HS  1 

43.0 

39.7 

413 

45.3 

49.9 

1940 . 

42.0 

312 

* 

512 

42.9 

42.7 

319 

412 

49.1 

49.3 

1941 . 

44.1 

39.4 

it  ' 

57.2 

44.9 

44.2 

37.0 

41.2 

47.7 

49.2 

1942 . 

49.9 

411 

59.5 

52.3 

411 

310 

45.2 

50.0 

50.7 

19U . 

51.9 

50.3 

515 

54.9 

47.9 

39.9 

49.9 

54.1 

53.3 

1944 . 

52.7 

49.9 

T  ■ 

519 

515 

47.9 

41.1 

53.4 

90.0 

54.7 

1945 . 

53.9 

50.7 

V  ' 

HTl 

47.9 

42.1 

55.1 

92.4 

59.9 

1949 . 

59.5 

59.1 

*1 

Kll 

htH 

50.3 

44.4 

59.0 

94.5 

519 

1947 . 

99.9 

70.9 

i  ; 

91.1 

712 

55.5 

411 

99.0 

99.7 

93.9 

19M . 

72.1 

79.9 

t 

95.1 

93.3 

91.9 

51.1 

915 

72.2 

M.9 

1949 . 

71.4 

73.5 

910 

90.1 

914 

52.7 

913 

74.9 

917 

1950 . 

72.1 

74.5 

7  * 

70.4 

79.0 

H.2 

53.7 

913 

74.4 

91.9 

1951 . 

77.9 

92.9 

7  - 

73.2 

911 

72.5 

59.3 

74.7 

79.9 

72.9 

79.5 

94.3 

T' 

712 

913 

77.3 

50.3 

719 

79.9 

719 

1953 . 

90.1 

93.0 

90.3 

94.9 

715 

91.4 

713 

77.7 

715 

1954 . 

90.5 

92.9 

1  ; 

93.2 

94.5 

713 

93.4 

719 

79.9 

79.9 

1955 . 

90.2 

91.9 

T  : 

94.3 

94.1 

77.4 

94.8 

77.9 

79.7 

79.9 

1959 . 

91.4 

X 

95.9 

95.9 

719 

97.2 

91.1 

77.9 

91.0 

1957 . 

94.3 

94.9 

97.5 

97.3 

93.3 

99.9 

94.1 

80.7 

93.3 

1959 . 

99.9 

I  i 

99.1 

97.5 

99.0 

73.2 

99.9 

83.9 

84.4 

1959 . 

97.3 

97.1 

90.4 

912 

99.9 

714 

917 

95.3 

911 

1990 . 

99.7 

99.0 

91.7 

99.9 

90.9 

711 

90.1 

97.3 

97.9 

1991 . 

99.9 

M.1 

i ; 

92.9 

90.4 

90.9 

91.4 

90.6 

99.3 

915 

1992 . 

90.9 

99.9 

94.0 

90.9 

92.5 

93.5 

92.2 

91.3 

99.1 

1993 . 

91.7 

91.2 

910 

91.9 

93.0 

919 

93.4 

92.9 

90.9 

92.9 

1 

95.9 

92.7 

94.3 

97.3 

94.5 

95.0 

92.0 

irtMHMMMM 

94.5 

94.4 

94.9 

99.9 

917 

95.9 

99.5 

95.2 

95.9 

94.2 

97.2 

99.1 

97.2 

912 

911 

97.2 

93.4 

97.1 

97.5 

97.2 

1997 . 

100.0 

100.0 

100.0 

100.0 

■  lOM 

100.0 

100.0 

100.0 

100.0 

100.0 

104.2 

1019 

104.2 

102.4 

103.2 

1011 

104.2 

104.7 

104.9 

1999 . 

109.9 

109.9 

110.9 

105.7 

111.5 

107.2 

113.4 

109.3 

100.7 

109.1 

1970 . 

119.3 

114.9 

1119 

110.1 

nil 

112.7 

120.9 

113.2 

113.4 

1110 

1971 . 

121.3 

1114 

124.3 

1112 

1119 

1214 

1119 

119.3 

120.9 

1970:  Jan . 

113.3 

1115 

114.7 

107.9 

1114 

109.9 

1113 

111.3 

110.9 

113.3 

Fab . 

113.9 

114.1 

115.7 

1014 

109.9 

117.1 

111.7 

110.9 

113.9 

Mar . 

114.5 

114.2 

1119 

1019 

■TTin 

109.7 

1112 

112.2 

111.2 

114.0 

Apr . 

115.2 

114.9 

117.9 

109.1 

BlnJ 

111.2 

nil 

112.4 

111.9 

114.7 

May . 

115.7 

114.9 

1112 

109.4 

misSl 

112.1 

1117 

112.9 

112.9 

115.1 

Juoo . 

119.3 

115.2 

1119 

109.9 

1110 

112.7 

120.5 

112.7 

113.3 

115.7 

July . 

119.7 

1119 

1112 

110.1 

1113 

113.4 

121.3 

113.1 

113.7 

1112 

Aut . 

119.9 

1119 

1119 

110.5 

1114 

112.7 

122.0 

113.7 

114.2 

1119 

SoM . 

117.5 

1117 

120.9 

110.9 

117.2 

113.0 

122.9 

114.0 

114.7 

117.4 

OdL . 

119.1 

1115 

121.2 

111.4 

1112 

115.2 

muMJ 

114.4 

115.2 

1110 

Hov . 

119.5 

114.9 

121.9 

111.9 

119.0 

1110 

123.4 

114.5 

119.0 

1113 

D«c . 

119.1 

1113 

122.9 

112.9 

1112 

1119 

124.2 

115.0 

119.2 

1115 

1971:  Jan . 

119.2 

1115 

122.7 

112.9 

117.9 

117.5 

124.9 

115.3 

117.3 

1119 

Fab . 

119.4 

1119 

122.9 

1119 

lilt 

117.5 

125.9 

115.4 

117.5 

nil 

Mar . 

119.8 

117.0 

1214 

1119 

1119 

117.9 

1219 

115.9 

117.7 

1114 

Am . 

120.2 

117.9 

122.5 

114.4 

nil 

nil 

127.5 

119.3 

119.4 

1117 

. 

120.9 

1112 

123.2 

114.7 

120.2 

1119 

1211 

119.5 

119.9 

1119 

Julia . 

121.5 

1112 

124.0 

115.2 

120.1 

119.9 

1219 

119.9 

119.3 

120.3 

July . 

121.9 

1119 

124.5 

1114 

1113 

1115 

129.3 

117.1 

119.9 

121. 2 

Auc . 

122.1 

120.0 

125.1 

1119 

1110 

1113 

130.0 

117.5 

119.7 

Sopi . 

122.2 

nil 

125.5 

119.1 

120.9 

1119 

130.4 

117.9 

120.5 

0« . 

122.4 

1119 

125.9 

119.4 

121.9 

1113 

129.9 

117.9 

120.5 

Nov . 

122.9 

1110 

129.4 

1119 

121.9 

1119 

129.7 

117.9 

120.9 

Doe . 

123.1 

120.3 

1219 

1119 

121.9 

1119 

1311 

117.9 

121.1 

■i 

Source:  Doportmont  o(  Ubor,  Burtau  of  Labor  Statistica. 


Tabix  B-46. — Consumer  price  indexes,  by  speeied  groups,  19SS-71 
For  urban  wage  earners  and  derieed  workers 


(1967-1001 


Smitm;  0*i«rtmMt  et  Labw,  Bmimm  of  Lobor  Stalitiko. 
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Table  B-47. — Cmsunur  pnct  tndtxa,  sdnttd  cmunoditus  mtd  stnicts,  1935-71 

Far  urban  wage  tanuts  and  eUrical  voorktrs 
I1N7-I00I 


•  ImMm  MrtiiN  ttWM  Ml  BMW*  Mp«nt«ty.  ^  ^ 

•  iMtad**  dM  mnka*  cwnpowMtt  tf  ipptrB.  ptnonB  can.  rwdiM  md  r«crM«M«,  tad  sthw 
1 11^  svsilsMs 

S**iw:  0«B*ft*M*t  ■(  Ub*r,  Bar***  *1  Ub*r  StatMtic*. 
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goads  a*d  aaKtcas. 


Table  B-48. —  Wktl*sdt  pHe*  indtxts,  ty  mmj«r  commodity  groups,  1929-71 — Continued 

im7-iooi 


Table  B-49. — Wholesale  price  indexes,  by  stage  of  processing,  1947-71 
11967-1001 


Inlermtdiatt  mattrials,  supplies,  and  compoiwnts* 


Materials  and  components  tor 
manufacturing 


Non¬ 

food 

mate- 

riais, 

except 


Com¬ 

ponents 


For  food 
manu- 
factur- 


Table  B-49. —  Wholesale  price  indexes,  by  stage  of  processing,  1947-71 — C!ontinued 


11967-1001 


Yoar  or  month 

Finished  goods 

Speciai  groups  of  industrial 
products 

Total 

c< 

Total 

rnsumer  fin 

Foods 

ishod  good 

Other 

non¬ 

durable 

goods 

Du¬ 

rable 

goods 

Pro¬ 
ducer 
finished  ! 
goods 

Crude 
mate¬ 
rials  > 

Inter¬ 
mediate 
materials, 
supplies, 
and  com¬ 
ponents  > 

Con¬ 
sumer 
finished 
goods  ex¬ 
cluding 
foods 

1947 . 

74,0 

80  5 

82.8 

80.7 

74.6 

55.4 

79.2 

70.0 

79.0 

1948 . 

79,9 

86.5 

90.4 

85.8 

79  7 

60.4 

92  5 

76.1 

84.0 

1949 . 

77,6 

82.5 

83  1 

82.3 

81.8 

63.4 

84.0 

74.2 

82.2 

1950 . 

79.0 

83.9 

84.7 

83.6 

82.7 

64.9 

93.6 

77.7 

83.5 

1951 . 

86.5 

91.8 

95.2 

90.0 

88.2 

71.2 

102.9 

87.0 

89.5 

1952 . 

86.0 

90.7 

94.3 

87.8 

88.9 

72.4 

93.1 

84.3 

88.3 

1953 . 

85.1 

89.2 

89.4 

88.6 

89.6 

73.6 

92.4 

85.3 

89.1 

1954 . 

85.3 

89.1 

88.7 

88.9 

90.3 

74.5 

88.0 

85.7 

89.4 

1955 . 

85.5 

88.5 

86.5 

89.4 

91.2 

76.7 

96.6 

88.3 

90.1 

1956 . 

87.9 

89.8 

86.3 

91.1 

94.3 

82.4 

102.3 

92.6 

92.3 

1957 . 

91.1 

92.4 

89.3 

93.2 

97.1 

87.5 

100.9 

95.0 

94.6 

1958 . 

93.2 

94.4 

94.5 

92.6 

98.4 

89.8 

96.9 

94.8 

94.7 

1959 . 

93.0 

93.6 

90.1 

94.0 

99.6 

91.5 

102.3 

96.4 

95.9 

1960 . 

93.7 

94.5 

92.1 

94.7 

99.2 

91.7 

98.3 

96.8 

96.3 

1961 . 

93.7 

94.3 

91.7 

94.7 

98.8 

91.8 

95.5 

96.2 

1962 . 

94.0 

94.6 

92.5 

94.8 

98.3 

92.2 

95.3 

96.0 

1963 . 

93.7 

94.1 

91.4 

95.1 

97.8 

92.4 

94.3 

95.0 

96.0 

1964 . 

94.1 

94.3 

91.9 

94.8 

98.2 

93.3 

97.1 

95.6 

95.9 

1965 . 

95.7 

96.1 

95.4 

95.9 

97.9 

94.4 

100.9 

96.9 

96.6 

1966 . 

98.8 

99.4 

101.6 

97.8 

98.5 

96.8 

104.5 

9a9 

98.1 

1967 . 

100.0 

100.0 

100.0 

100.0 

Ml  1  M 

loao 

106  0 

1968 . 

102.9 

102.7 

103.7 

102.2 

102.2 

HLUb 

102.0 

102.6 

102.1 

1969 . 

106.6 

106.5 

iiao 

105.0 

104.0 

106.9 

Iia6 

106.2 

104.6 

1970 . 

lin.4 

109.9 

113.4 

109.2 

107.1 

111.9 

118.8 

110.0 

107.7 

1971 . 

113.5 

112.7 

115.2 

11L3 

110.9 

116  6 

122.7 

114.3 

111.2 

1970; Jon . 

109.8 

109.6 

115.4 

106.5 

iiai 

116.0 

1063 

106.2 

Fob . 

109.8 

109.6 

115.0 

106.9 

iia3 

lias 

108.7 

106.4 

Mor . 

iiao 

109.7 

115.1 

107.0 

110.7 

lias 

109.0 

106.6 

Apr . 

109.6 

109.2 

113.3 

107.2 

iia8 

12a  3 

109.4 

106.7 

Moy . 

109.7 

109.3 

112.9 

107.8 

111.1 

12a  0 

109.9 

107.1 

Juiio . 

iiao 

109.6 

113.4 

108.1 

■  jiS 

111.3 

119.5 

iiai 

107.3 

July . 

lias 

iia3 

115.0 

ioa2 

I! 

111.6 

Iiao 

116  3 

107.5 

Au| . 

iiai 

109.5 

112.6 

ioa6 

111.9 

117.2 

lias 

107.7 

Sopt . 

110.8 

iia4 

114.2 

109.0 

112.3 

118.7 

1167 

loao 

Oet . 

Iiao 

iiai 

111.3 

109.2 

B^ 

113.8 

12a  6 

111.0 

109.4 

Nov . 

111.4 

lias 

112.0 

109.5 

mt  1 

114.2 

iia2 

111.0 

109.6 

Doc . 

111.5 

110.5 

111.0 

110.4 

Bk 

115.1 

119.8 

111.0 

110.2 

1971:  Jon . 

112.2 

111.3 

112.3 

110.9 

lias 

115.6 

121.4 

111.5 

1167 

Fob . 

112.8 

113.9 

110.8 

iia8 

115.9 

121.8 

112.0 

110.8 

Mor . 

112.9 

114.6 

110.7 

110.4 

116.0 

121.4 

112.7 

110.6 

Apr . 

112.9 

114.5 

110.5 

lias 

116.1 

124.1 

1163 

110.5 

Moy . 

113.5 

■  j  1 

115.6 

111.0 

110.7 

116.3 

1265 

1168 

1169 

Juno . 

113.8 

113.1 

116.4 

111.2 

110.7 

116.5 

122.8 

114.1 

111.0 

July . 

113.8 

113.0 

115.6 

111.6 

111.0 

116.8 

122.7 

114.9 

111.4 

Aui . 

114.1 

113.3 

116.1 

lU.I 

111.1 

117.1 

122.3 

1169 

111.5 

Sopt . 

113.6 

112.7 

114.9 

111.9 

110.4 

116.9 

123.0 

115.9 

111.3 

Od. . 

113.8 

112.9 

115.0 

111.7 

111.3 

117.1 

122.9 

1167 

111.6 

Nov . 

114.0 

113.1 

115.7 

111.7 

111.3 

117.0 

1216 

115.6 

111.6 

Doc . 

ns.0 

114.2 

117.7 

111.8 

112.6 

117.8 

123.4 

115.8 

1161 

■  IndudM.  !•  idditiM  to  tubfroups  shown,  procosood  (oois  ond  lohriconts,  contoinors.  ond  topplios. 

>  Escludot  crvdo  foodstuffs  ond  foodstuffs,  plont  ond  onimol  fihofo.  oilooods,  ond  loof  loboceo, 

'  Eocludos  Intormodioto  motoriols  for  food  monufocturini  ond  monufocturod  onfmol  foods. 

Nolo,— For  0  UoUni  of  tho  commodltlos  Indudod  in  ooch  soctor,  soo  monthly  roport,  "Whotosolo  Pricos  ond  Prico 
IndOMo,"  Jonuory-Fobruory  1917, 

Soom;  Doportmont  of  Lobor,  Buroou  of  Lobor  StoUottcs, 


451-688  0—79 
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Tabu  B-50. — PerctnUgt  changes  Jnm  prtvious  month  m  indexes  for  me^r  groupings  of  the 
consumer  ^iee  inekz,  l968-7t 

IPtrcMitI 


•  ftrcMtift  chwifti  for  Mrvictt  «ro  bOMd  on  unodjustod  indoio*  tineo  tboso  pricos  htvo  Uttio  soisonal  movomont. 


Nolo.— Tho  (oooonilly  odjustod  clianMt  lor  tho  all  ilonit  indoi  aro  baiod  on  waional  adiustmont  lactorsand  aaaaonally 
adioalad  indoaot  carriod  to  two  dacimal  placot. 

Sooico:  Oopartmont  of  Labor,  Buraau  of  Labor  Statistics. 
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Table  B-51. — Pertmiage  changes  Jrom  previous  month  in  indexes  for  major  groupings  of  the 
uholesaie  f^ice  index,  1968-71 
|Ptrt«nt| 


Yaar  and  month 

All  commoditlas 

1 

Farm  products 
and  procanad 
foods  and 
loads 

Farm  products 

Procassad  foods 
and  foods 

Industrial 

commoditios 

Unad- 

luatad 

Saaaon- 

ally 

adiustad 

Unad- 

justad 

Saason- 

ally 

adiustad 

Unad- 

lustad 

Saason- 

ally 

adiustad 

Unad- 

justad 

Soason- 

ally 

adiustad 

Unad- 

justad 

Saaaon- 

ally 

adiustad 

19U:  Jan . 

0.3 

0.0 

0.S 

-a  3 

0.1 

-0.7 

0.9 

0.0 

0.4 

0.3 

Fab . 

.0 

1.4 

1.2 

2.2 

1.7 

.9 

1.0 

.3 

.4 

Mar . 

.2 

.3 

.1 

.5 

.9 

.7 

-.2 

.4 

.2 

.2 

Apr . 

.0 

.2 

-.1 

.4 

.0 

.7 

-.2 

.1 

.2 

.3 

May . 

.3 

.2 

1.2 

.5 

1.6 

.3 

.9 

.3 

-.1 

-.0 

Jvno . 

.1 

-.0 

.1 

-.9 

-1.2 

-1.3 

1.0 

-.3 

.1 

.2 

July . 

.3 

.2 

1.2 

.9 

1.4 

1.0 

1.0 

.6 

.0 

.1 

Au| . 

-.3 

.1 

-1.4 

.0 

-2.4 

-.2 

-.9 

-.1 

.1 

.1 

Sopt . 

.4 

.4 

.6 

.4 

1.4 

1.3 

.2 

.2 

.3 

.3 

Oct . 

.0 

.2 

-1.0 

.0 

-1.6 

-.1 

-.9 

.0 

.3 

a3 

Nov . 

.4 

.4 

.9 

1.1 

2.0 

1.6 

.3 

.6 

.1 

.1 

Dk . 

.3 

.2 

.1 

-.1 

.2 

-.3 

.1 

.0 

.4 

.4 

1K9:  Jan . 

.7 

.4 

1.4 

.3 

1.3 

.9 

1.0 

.3 

.3 

.3 

Fab . 

.5 

.3 

.2 

.0 

.2 

-.4 

.3 

.3 

.6 

.5 

Mar . 

.6 

.7 

.6 

.9 

1.4 

1.2 

.2 

.9 

.3 

aS 

.1 

.3 

.2 

.9 

-.7 

.4 

.9 

1.0 

.1 

.2 

May . 

.0 

.6 

3.0 

2.3 

4.7 

3.1 

1.7 

1.4 

.0 

.1 

Julia . 

.5 

.4 

1.3 

.3 

.3 

.4 

1.9 

.7 

.1 

.2 

July . 

.2 

.1 

.2 

-.3 

-.4 

-1.0 

.3 

.0 

.1 

.2 

Au| . 

-.1 

.3 

-1.3 

.2 

-2.1 

.3 

-.3 

.2 

.4 

Sapt . 

.2 

.1 

-.2 

-.3 

-.3 

-.3 

-.1 

-.1 

.4 

aJ 

.5 

.0 

1.2 

-.6 

.9 

.3 

1.0 

.3 

.7 

.7 

1.2 

1.3 

3.0 

2.4 

.0 

.3 

.4 

Dac . 

.5 

.4 

.7 

.6 

.9 

.4 

.7 

.7 

K 

.3 

1(70:  Jan . 

.6 

.3 

1.4 

.4 

.4 

-.3 

2.0 

1.0 

■ 

.3 

Fab . 

.4 

.2 

.4 

.3 

1.1 

.3 

.1 

.3 

.2 

Mar . 

.2 

.2 

.1 

.3 

.3 

.1 

-.3 

.4 

.2 

Apr . 

.0 

.2 

-1.0 

-.4 

-2.6 

-1.2 

.0 

.2 

.4 

May . 

.2 

.0 

-.5 

-1.3 

-.3 

-2.1 

-.6 

-1.0 

.5 

Julia . 

.2 

.1 

.4 

-.2 

.3 

.2 

.3 

—.5 

.1 

.3 

July . 

.5 

.5 

l.S 

.9 

1.6 

.9 

1.4 

.9 

.2 

.3 

Au| . 

-.4 

.1 

-1.9 

-.2 

-4.3 

-1.4 

-.4 

.4 

.2 

.2 

Sapt . 

.3 

.4 

1.3 

.9 

3.3 

2.9 

.1 

.1 

.2 

.2 

OcL . 

.0 

.2 

-2.0 

-.7 

-3.9 

-2.1 

-1.1 

-.2 

.9 

.5 

Nov . 

-.1 

-.1 

-.4 

-.4 

-.7 

-1.3 

-.1 

.3 

.0 

.1 

Doc . 

.1 

.0 

-.5 

-.3 

.1 

-.3 

-.9 

-.9 

.4 

.3 

1971:  Jan . 

.7 

.4 

1.3 

.2 

1.7 

.7 

1.0 

-.1 

.4 

.3 

Fab . 

.9 

.9 

2.6 

2.3 

4.6 

4.0 

1.3 

1.3 

.3 

•  1 

Mar . 

.2 

.2 

-.2 

.0 

-.9 

-1.2 

.4 

1.0 

.3 

.3 

Apr . 

.3 

.S 

-.1 

.3 

.0 

1.4 

-.2 

.0 

.4 

.5 

May . 

.4 

.3 

.9 

-.2 

.9 

-1.1 

.9 

.6 

.4 

.4 

Juno . 

.4 

.4 

1.0 

.4 

1.9 

1.7 

.3 

-.9 

.2 

.3 

July . 

.3 

.2 

-.3 

-1.0 

-2.2 

-2.9 

1.0 

.4 

.3 

.7 

.3 

.7 

-.3 

1.4 

-.2 

2.9 

-.3 

.3 

.3 

.3 

Spot . 

-.3 

-.4 

-1.4 

-1.7 

-2.4 

-2.9 

-.7 

-.7 

-.1 

-.1 

ori..;:: . 

-.1 

.1 

.0 

1.4 

.7 

2.6 

-.4 

.3 

.0 

-.3 

.1 

.1 

.5 

.3 

.9 

.0 

.3 

.3 

-.1 

.0 

Dac . 

.0 

.7 

2.0 

2.1 

3.2 

2.9 

1.3 

1.4 

.3 

.3 

Sourct;  Otpartmcnt  o>  Labor,  Buraau  of  Labor  Statistica. 
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MONEY  STOCK,  CREDIT,  AND  FINANCE 

Table  B-52. — Monty  stock  measures,  1947-71 
(Avtraits  ol  diily  fifuras;  billions  ol  dollirs,  soasonally  adjustod] 


Compononts  and  ratatad  itams 


Ovarall  maasuras 


■  Currancy  outsida  tha  Traasury,  tha  Fadaral  Rasarva  Systam,  and  tha  vaults  ol  all  commarclal  banks. 

>  Oamand  daposits  at  all  commarclal  banks,  othar  than  those  due  to  domestic  commarclal  banks  and  tha  U.S.  Govern- 
mant,  lass  cash  itams  In  process  ol  collection  and  Fadaral  Reserve  float,  plus  toraian  demand  balances  at  Federal  Rasarva 
tanks. 

>  Time  and  savings  daposits  othar  than  those  due  to  domestic  commercial  banks  and  the  U.S.  Government. 

*  Nagotiable  time  cartilicates  ol  deposit  issued  in  denominations  ol  $100,000  or  more  by  large  weakly  reporting  com¬ 
mercial  banks. 

>  Average  ol  tha  beginning-  and  and-ol-month  daposits  ol  mutual  savings  banks  and  savings  and  loan  shares. 

•  Daposits  at  all  commercial  banks. 

Note.— Fflactiva  June  1966,  balances  accumulated  for  payment  ol  personal  loans  wara  rKlassilied  lor  reserve  pu  rposas 
and  are  escludad  Irom  time  daposits  reported  by  member  banks.  Tha  estimated  amount  ol  such  deposits  at  all  com¬ 
mercial  banks  ($1.1  billion)  is  axcluded  irom  tima  and  savings  deposits  therealter. 

Source:  Board  ol  Governors  ol  the  Federal  Rasarva  System. 
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Table  B-53. — Bank  loans  and  investments,  1930-71 


(Billions  of  doHars) 


All  commercial  banks 

Weekly  re¬ 
porting  large 
commercial 
banks  • 

Total  loans 
and  invest¬ 
ments  > 

Loans! 

Investments  | 

Loans  plus 
loans  sold  to 
bank  affiliates! 

U.S  Govern¬ 
ment  securities 

Other 

secuiities 

Business 

loans* 

1930; June . 

48.9 

34  5 

9  4 

44.9 

29.2 

9.7 

1932: June . 

36.1 

71  ft 

8  1 

1933: June . 

30.4 

16.3 

7.5 

6  5 

32.7 

15.7 

10  3 

6  7 

1935 . 

36.1 

15.2 

13  8 

mm 

1936 . 

39.6 

16  4 

15  3 

1937 . 

38.4 

17.2 

14  7 

5.1 

1938 . 

38.7 

16.4 

15.1 

4.2 

1939 . 

40.7 

17.2 

16  3 

7.1 

4.7 

1940 . 

43.9 

18  8 

17  8 

7,4 

5.3 

1941 . 

50.7 

21.7 

21  8 

7.2 

7.1 

1942  . 

67.4 

19  7 

41  4 

6  8 

6.3 

1943 . 

85.1 

19  1 

59  8 

6.1 

6.4 

1944 . 

105.5 

21  6 

77  6 

6.3 

6.5 

1945 . 

124.0 

76  i 

^  6 

7.3 

7.3 

1946 . 

114.0 

31  1 

74  8 

8.1 

11.3 

1947 . 

116.3 

38  1 

69  2 

9.0 

14.7 

1948 . 

114.2 

42.4 

62.6 

9.2 

15.6 

Seasonally  adjusted 

1948  . 

113.0 

41  6 

67  3 

9.2 

15.6 

1949 . 

118  7 

42J) 

66  4 

10.3 

13.9 

1950 . 

61  1 

61  1 

12.4 

17.9 

1951 . 

56  5 

^  4 

13.4 

21.6 

1952 . 

139.1 

62  8 

67  7 

14.2 

23.4 

1953 . 

143.1 

66  2 

67  2 

14.7 

23.4 

1954 . 

153. 1 

69. 1 

67  6 

16.4 

22.4 

1955 . 

157.6 

80  6 

16  8 

26.7 

1956 . 

161.6 

N.l 

57  7 

16.3 

30.8 

1957 . 

166.4 

91.5 

56  9 

17.9 

31.8 

1958 . 

181.2 

95.6 

65  i 

20.5 

31.7 

1959 . 

*  188.7 

>  no  5 

•57  7 

170  5 

30.7 

I960 . 

197.4 

116.7 

59  8 

20.8 

32.2 

1961 . 

212.8 

123  6 

65  3 

23.9 

32.9 

1962 . 

231.2 

137.3 

64.7 

29  2 

35.2 

1963 . 

250.2 

153.6 

61.7 

35.0 

38.8 

1964 . 

272.4 

172.9 

60  8 

38.7 

42.1 

1965 . 

300.1 

198.2 

57,1 

44.8 

>53.1 

1966 . 

•  316. 1 

•213.9 

53  5 

•  48.7 

60.7 

1967 . 

352.0 

231.3 

^.3 

61.4 

65.8 

1968 . 

390.6 

258.2 

61.0 

71.4 

73.1 

1969 . 

1402.1 

»279.4 

»51.5 

•71.2 

7283.3 

81.5 

1970 . 

435.9 

292.0 

58.0 

85.9 

294.9 

81.7 

1971  » . 

482.9 

•318.6 

60.3 

•103.9 

•321.5 

83.8 

1971:  Jan . 

440.7 

293.7 

58.9 

88.1 

296.6 

80.1 

Feb . 

446.1 

295.7 

60.8 

89.6 

298.6 

80.8 

Mar . 

449.5 

296.5 

61.1 

91.9 

299.3 

81.2 

Apr . 

452.5 

298.2 

60.7 

93.5 

300.9 

81.1 

May . 

456.1 

300.7 

60.4 

95.1 

303.5 

81.4 

June . 

461.1 

•  301. 7 

62.8 

•96.6 

•304.8 

82.3 

July . 

463.7 

304.1 

61.6 

98.0 

307.0 

81.6 

Aug . 

468.4 

309.7 

60.9 

97.8 

312.4 

82.4 

Sept » . 

472.4 

313.0 

59.9 

99.5 

316.0 

83.5 

Oct » . 

476.5 

316.4 

59.1 

101.0 

319.3 

83.1 

Nov  » . 

478.4 

317.5 

58.9 

102.0 

320.3 

82.6 

Dec  » . 

482.9 

318.6 

60.3 

103.9 

321.5 

83.8 

>  Data  are  for  last  Wednesday  of  month  (except  June  30  and  December  31  call  dates  used  for  all  commercial  banks). 

>  Adjusted  to  exclude  all  interbank  loans  beginning  1948  and  do-nesbc  bank  loans  only  beginning  January  1959. 

*  Weekly  reporting  large  commercial  banks  beginning  1965  and  weekly  reporting  member  banks  prior  to  1965. 

*  Commercial  and  industrial  loans  and  prior  to  1956,  agricultural  loans.  Beginning  July  1959,  loans  to  financial  institu¬ 
tions  excluded.  Prior  to  1943.  published  data  adjusted  to  include  open-market  paper. 

>  Beginning  January  1959,  loans  and  investments  are  reported  gross,  without  valuation  reserves  deducted,  rather  than 
net  of  valuation  reserves,  as  in  earlier  periods. 

•  Effective  June  1966,  balances  attumulated  for  payment  of  personal  loans  (about  51.1  billion)  are  excluded  from  loans 
at  all  commercial  banks,  and  certain  certificates  of  CCC  and  Export-Import  Bank  totaling  about  $1  billion  are  included  in 
other  securities  rather  than  in  loans. 

I  Beginning  June  1969,  data  include  all  bank-premises  subsidiaries  and  other  significant  majority-owned  domestic 
subsidiaries;  earlier  data  include  commercial  banks  only. 

•  Beginning  June  1971,  Farmers  Home  Administiation  insured  notes  totaling  about  50.7  billion  are  classified  as  other 
securities  rather  than  as  loans. 

Source:  Board  of  Governors  of  the  Federal  Reserve  System. 
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Table  B-54. — Total  funds  raised  in  credit  markets  by  nonjmaneiai  sectors,  1963-71 


N«aAMiicitl  Mclor 


Totil  fvndt  raMd . 

U^.  GevtriNiitnt . 

Public  debt  s«c«ritin.. 
Budget  tieitcy  iwu«*.. 

All  otker  Melon . 

Corponit  equity  sberet 
Debt  iattruuMnii . 


(Billiom  ol  dollani 


I  1W3  !  1964  1965  I  1966  1967  1968  1969  1970 


Table  B-54. — Total  funds  raised  in  credit  markets  by  ntmjitumcial  sectors,  1963-71 — Continued 

(BUlions  ol  dollars) 


Nonfinanclal  soctor 


Total  funds  raisad.... 
U.S.  Govornment. 


Public  dobt  socuritios. 
Budtot  aioncy  issues. 


All  other  sectors. 


Corporate  equity  shares. 
Dobt  instruments . 


Debt  capital  instruments.. 


State  and  local  lovemment  securities. 

Corporate  and  foreifn  bonds . 

Mortfaies . . 


Memo . 

Other  rasidentM. 

Commercial . 

Farm... . 


Other  private  credit. 


Bank  loans  n.e.c..... 
Consumer  credit.... 
Open-market  paper. 
Other . 


Total  funds  supplied  directly. 


U.S.  Government . . 

U.S.  Government  credit  afencies,  net.. 


Funds  advanced.. 
Lass  funds  raisod. 


Federal  Reserve  System. 
Commercial  banks,  net.. 
Private  nenbank  finance. 


Savinis  institutions,  net. 

Insurance . 

Finance  n.e.c.,  net . 


Funds  advanced... 
Less  funds  raised. 


Foreifn . 

Private  domestic  nonlinancial.. 


Business . 

State  and  local  fovernment,  fonaral  funds. 

Households . 

Less  net  security  credit . 


19/1  unadiuslad  quafter- 
ly  flows 


21.0 

1.6 


2.3 

-.7 


2.3 

17.1 

18.9 

5.9 

6.0 

6.9 

3.1 

1.7 

1.6 

.6 

-1.7 

-3.0 

-3.2 

1.2 

3.3 

21.0 

1.2 

.7 

.2 

-.4 

2.3 

1.1 

18.7 

11.9 

7.8 
-1.0 

-1.5 

-.5 

15 

-9.4 

-.6 

1.1 

-lai 

-.2 


40.8 

1.8 


1.9 

-.1 


4.2 

34.8 

22.4 

4.8 

5.9 

11.7 

6.3 
2.5 

2.3 
.5 

12.4 

7.3 

3.8 
-1.2 

2.5 

40.8 

1.0 

-1.4 

-1.1 

.3 

1.1 

17.5 

19.6 

a  2 

7.9 
-.4 

.6 

1.0 

7.3 

-4.2 

.0 

.9 

-4.0 

1.2 


41.7 

9.6 

9.5 

.1 

32.1 

3.1 
29.0 

n.3 

4.3 

4.5 
13.4 

7.6 

2.8 

2.6 

.5 

6.7 

2.6 

3.3 

1.1 

-.3 

41.7 

.8 

-.4 

1.8 
2.2 

2.1 

7.1 

17.1 

9.2 

8.3 
-.4 

-.9 

-.6 

11.3 

3.7 

.3 

-.5 

4.7 
.7 


1971  seesonaHy  adjusted 
annual  rates 


112.5 

-1.6 

1.4 
-2.9 

114.0 

9.2 
104.8 

82.4 

25.6 

25.0 

31.8 

15.0 

7.3 

7.3 

2.2 

22.4 

4.5 
4.0 
2.9 

10.9 

112.5 

4.3 

2.1 

.3 

-1.8 

16.1 

39.3 
71.0 

45.4 

29.5 
-3.9 

-.2 

3.7 

27.3 

-47.7 

1.2 

1.8 

-51.1 

-.5 


175.7 

47.7 

48.0 

-.2 

128.0 

16.9 

111.1 

84.5 

16.3 

23.2 
45.0 

24.7 

10.2 
9.0 
1.2 

26.6 

1^9 

9.0 

-3.8 

8.4 

175.7 

4.4 

-t4 

-5.7 

.7 

1.9 

59.6 

82.5 

50.0 

34.5 
-1.9 

-1.8 


30.5 

3.1 

6.5 

3.0 

-1.4 

5.0 


20.6 

20.2 

.4 

142.3 

12.5 

129.8 

87.3 

17.8 

17.3 

52.2 

29.0 

11.2 

9.8 

2.2 

42.5 

24.1 

12.6 

2.7 

3.1 

162.9 

3.2 
-.3 

8.3 

8.6 

7.2 

41.1 
65.9 

35.6 

32.4 
-2.1 

2.5 

4.6 

39.2 

6.7 

9.r 

-2.: 

2.1 

3.1 


Source:  Board  el  Governors  of  the  Federal  Reserve  System. 


259 


1 


Table  B-55. — StUcUd  liquid  assets  held  by  the  public,  1946-71  > 
IMIiom  o(  dolUn,  SMSOMlly  adjinMI 


Tim*  daposMs 

Savings 

and 

loan 

shares 

U^. 

U.S. 

Govorn- 

End  of  yur  or  month 

Total 

dtposits 

and 

currtney  * 

Coffl- 

mardal 

Banks* 

Mutual 

uvings 

banka 

Postal 

uvings 

system 

Govarn¬ 

mant 

uvings 

bonds* 

mant 

sacuntias 

maturing 

within 

1  yur* 

1»4C . 

23*.  I 

106.5 

33.6 

11* 

13 

15 

416 

114 

1947 . 

246.2 

112.4 

35.3 

17.1 

14 

17 

51* 

116 

i»a . 

254.1 

110.5 

35.6 

114 

13 

11.0 

53.4 

21.6 

1»49 . 

262.1 

110.4 

36.3 

113 

12 

12.5 

510 

215 

1*50 . 

271.4 

115.5 

36.6 

20.1 

2.6 

14.0 

518 

26.4 

1»51 . 

261.0 

12a* 

312 

20.6 

2.7 

111 

514 

26.1 

1*52 . 

2*6.0 

125.5 

41.2 

22.6 

2.5 

112 

55.7 

29.3 

1*53 . 

311.5 

127.3 

44.6 

24.4 

2.4 

22.1 

516 

34.4 

1*54 . 

320.3 

130.2 

46.2 

26.3 

2.1 

27.2 

55.6 

30.6 

1*55 . 

332.5 

133.3 

46.7 

211 

1.6 

32.0 

55.9 

31.6 

1*5S . 

343.2 

134.6 

52.0 

310 

1.6 

37.0 

54.8 

33.2 

1*57 . 

356.0 

133.5 

57.5 

31.6 

1.3 

41.7 

51.6 

38.1 

1*5B . 

373.1 

136.6 

65.4 

33.6 

1.1 

47.7 

50.5 

316 

1*5* . 

3*3.* 

136.7 

67.4 

34.9 

.* 

54.3 

47.9 

411 

1*C0 . 

3**  2 

131.4 

73.1 

312 

.1 

61.1 

47.0 

41.6 

mi . 

424.6 

142.6 

62.5 

313 

.6 

715 

47.4 

42.6 

1**2 . 

45*.  0 

144.1 

*11 

41.4 

.5 

7*.l 

47.6 

46.1 

1*53 . 

4*5.4 

146.6 

112.6 

44.5 

.5 

*1* 

49.0 

46.1 

1*(4 . 

530.5 

156.7 

127.1 

410 

.4 

101.4 

4*.* 

46.1 

m5 . 

573.1 

164.1 

147.1 

52.6 

.3 

109.1 

50.5 

46.6 

!*((• . 

601.5 

161.6 

159.3 

55.2 

.1 

1114 

51* 

53.* 

m7 . 

650.4 

II0.7 

183.1 

60.3 

1219 

51.9 

50.5 

tdl . 

701.6 

•1*9.2 

203.6 

64.7 

131.0 

52.5 

56.5 

1*0 . 

731.7 

206.1 

197.1 

67.3 

134.6 

52.4 

»712 

1*70 . 

7*6.1 

207.6 

234.1 

71.5 

1417 

52.7 

711 

1*71  » . 

IT*.  7 

222.3 

274.6 

61.2 

1715 

511 

72.7 

1*70:  Jan . 

720.5 

1*5.4 

1*6.0 

67.0 

1316 

52.2 

76.3 

Fab . 

721.* 

1*4.1 

1*6.7 

67.4 

134.2 

52.1 

76.6 

733.5 

1*6.3 

1*6.6 

67.5 

1317 

52.0 

n.i 

fc:;;::::;: 

731.2 

733.* 

1*6.7 

1*7.6 

201.5 

201.7 

610 

614 

136.3 

1311 

52.0 

52.0 

76.1 

77.2 

Juna . 

73t.4 

1*6.1 

202.9 

66.7 

137.4 

52.0 

77.7 

July . 

74*.  7 

1*6.7 

211.6 

66.2 

136.0 

52.4 

715 

750.* 

1*9.3 

215.4 

614 

140.1 

52.0 

74.6 

SapI . 

765.3 

203.6 

221.5 

6*.* 

142.2 

52.1 

710 

Oct  . 

764.6 

1*9.6 

224.6 

70.4 

1413 

52.1 

74.5 

773.1 

201.5 

230.4 

719 

144.5 

52.2 

74.3 

7E6.1 

207.6 

234.1 

71.5 

1417 

52.7 

711 

... 

1171:  Jan . 

7IR.* 

202.6 

240.0 

72.2 

ia.4 

52.1 

72.6 

Fab . 

716.6 

204.6 

244.5 

715 

isi.3 

52.1 

710 

Mar . 

115.1 

2*1.6 

246.5 

74.7 

1514 

53.0 

71.6 

615.5 

206.3 

250.2 

71* 

158.0 

512 

71.1 

124.1 

212.5 

252.3 

76.8 

159.9 

53.4 

69.9 

136.6 

216.4 

254.7 

77.6 

161.5 

53.6 

70.9 

July . 

636.3 

213.6 

256.5 

71.3 

164.4 

516 

69.5 

641.7 

215.0 

256.2 

71.6 

. 

166.1 

54.0 

69.6 

651.5 

214.4 

263.5 

79.3 

169.1 

54.2 

71.0 

Oct . 

656.2 

214.5 

266.5 

60.0 

170.6 

54.3 

712 

Nov  ». . 

663.0 

215l3 

272.4 

60.6 

172.4 

54.5 

67.6 

Doc  » . 

IT*.  7 

222.3 

274  * 

11.2 

1715 

55.1 

72.7 

•  EKlitdM  koMings  of  th*  U.S.  Govtrnintnl.  GovtrniMnI  iMnci**  and  tn»t  hinds,  domastic  commafcial  banks,  and 
Ftdtral  Rtstrvn  Banks.  Adiuslad  whartvnr  pmiWt  to  asoM  dotibla  counting. 

•  Agrats  in  conctpt  with  tnt  nwnty  stock.  Tablo  B-52.  aacopt  for  doduction  of  damand  danosits  haid  by  mutual  savings 
banks  and  uvings  and  loan  associationt.  Data  ara  for  last  W^nasday  of  month.  Data  prior  to  July  I9S9  havo  not  boon  ra- 
visad  to  conform  to  tha  monay  stork  ravision. 

•  Tkna  daposMs  at  all  commarclal  banks  olhar  than  thosa  dua  to  domastk  commardal  banks  and  tha  U.S.  Govarnmant 
(aama  concapt  as  In  Tabia  B-SZ).  Data  ara  lor  last  Wadnasday  of  month,  aacopt  that  Juna  30  and  Dacambar  31  call 
data  ara  usad  tvhara  avallabla. 

•  Eachidas  holdings  ot  Govarnmant  aganclas  and  trust  funds,  domastk  commardal  and  mutual  uvings  banks,  Fadaral 
Rasarva  Banks,  and  baglnnlny  Fabruary  INO.  uvings  and  loan  associations. 

•  ERoctlva  Juna  IMS,  balancas  accumulatad  lor  tha  paymant  of  parsonal  loans  (about  $1.1  bUllon)  ara  awkidad  from 
tima  dapoaHs  at  all  commardal  banks  and  from  total  liquid  asaats. 

•  Estimatas  tor  Tuasday,  Dacambar  31.  rathar  than  last  Wadnasday  of  Dacambar. 

'  Beginning  IMB  data  hava  baan  adjuslsd  to  conform  to  tha  now  budget  concapt. 

Soarco:  Board  of  Govarnors  of  tha  Fadaral  Rawrva  Systom. 
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YMr  and  month 


Ion  bor¬ 
rowings) 


I  Data  IroM  Matth  1133  throagb  April  1134  aro  lor  Ncoastd  ba 
tBoginnini  Datamhar  ItN,  total  rasarvaa  baM  laehida  vaaK  < 

Saarco;  Isaid  al  Qaooraars  al  Ifea  Fadaral  Raaarva  Spalaai. 


2«1 


zum  Si 
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>  Rata  on  now  issues  within  period.  First  issued  in  December  1929  and  issued  irraiularW  in  1930.  Bills  were  tax  exemp  t 
prior  to  March  1,  1941,  and  fully  taxable  thereafter.  For  1934-37.  series  indudes  issues  with  maturities  of  more  than 
3  months. 

>  Certificates  of  indebtedness  and  selected  note  and  bond  issues  (fully  taxable). 

*Selected  note  and  bond  issues.  Issues  were  partially  tax  exempt  prior  to  1941,  and  fully  taxable  thereafter. 

<  First  issued  in  1941.  Series  includes  bonds  which  are  neither  due  nor  callable  before  a  given  number  of  years  as  fol¬ 
lows;  April  1953  to  date,  10  years;  April  1952-March  1953, 12  years;  October  1941-March  1952, 15  years. 

'Data  for  first  of  the  month,  based  on  the  maximum  permissible  interest  rate (7  percent  beginning  February  18. 1971). 
Through  July  1961,  computed  on  25- year  mortgages  paid  in  12  years  and  thereafter,  30-year  mortgages  prepaid  in  15  years. 

•  From  October  30,  1942,  to  April  24. 1946.  a  preferential  rata  of  0.50  percent  was  in  effect  for  advances  secured  by 
Government  securities  maturing  in  1  year  or  less. 

’  Series  revised.  Not  strictly  co.mparable  with  eartier  data. 

Note.— Yields  and  rates  computed  for  New  York  City  except  for  short-term  bank  loans. 

Sources;  Department  of  Housing  and  Urban  Development,  Treasury  Department,  Board  of  Governors  of  the  Federal 
Reserve  System,  Moody's  Investors  Service,  and  Standard  &  Poor's  Corporation. 


Table  B-58. — Short-  and  inttrmediaU-term  consumer  credit  outstanding,  1929-71 
(Millions  of  (Mlarsl 


Noninstalmont  crodit 


Addon* 
dum: 
Policy 
loans  by 
Ufa  In- 
suranco 

COffl- 

panios* 


End  of  yaar  or  month 


Ottiari 


Total 


1171: 


■aimia  paymaw  mono  ana  sarvica  croon. 

'  ***  ara  annnal  sMiamant  aaaat  valnaa;  month  and  Rgaraa  am  book  vahN  at  ladiar  aaaats.  Thaaa  loans 

tra  not  incindad  in  canan^aar  cradit  sarfaa> 

•  PmUmlnaty;  by  Oaondl  at  tcanamtc  Adataars. 

Sanaaaa;  ■antdaf  Onaatnamaf  IhaFadamldaaaraaSyalaniandlnatWnlaaf  Utafaanranca(aneaBtaana<ad>. 
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Table  B-59. — Instalment  credit  extended  and  repaid,  I94&-7I 
(Millions  of  dollars] 


Satsorwily  adjustad 


>  PrtWailaary;  Oacambar  by  Council  of  Economic  Advisan. 

Saurca:  Board  al  Gavamors  al  Ilia  Fsdaral  Rasarva  Syslam  (aacaat  as  nalsd). 


265 


Tabls  B  60. — Mtrtgtg*  Mt  mitttmiing,  ky  ty^i  •/  prt^trty  mi  •J  Jmmeing,  1939-71 


i  ImMm  Mttlltttlt  Miioviit  *1  farm  totat  ImM  k*  savitin  aad  laaa  anocMlott. 

•  Darivad  Utarat. 

Saaica;  taard  al  Gavafiwn  ol  tka  Fadaral  Raaarva  Syslaai,  attiaiatad  aad  eaaipUad  fraai  data  tappliad  ky  variaaa 

kaaaraaiaat  aad  privala  ariaabatiaaa. 
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Table  B-61, — Moitgan*  dtit  mdstanding,  hy  Imdtr,  1939-71 
IMWmh  tl  doNw*) 


End  of  yaar  ar  quartar 

Total 

Salactad  financial  Institutlant 

Othar  londan 

Total 

Savinis 

and 

loan 

associa¬ 

tions 

Mutual 

savings 

banks 

Cam* 

ntardal 

banks' 

Ufa 

Insuranco 

eom- 

panias 

U.1 

agandas' 

IIM . 

10.4 

3.0 

4.0 

4.3 

17 

10 

119 

1140 . 

19.5 

4.1 

4.9 

4.6 

10 

4.9 

■  1 

l»4l . 

1 

4.0 

4.9 

I»42 . 

4.6 

4.7 

1 

1943 . 

1 

4.4 

4.5 

1944 . 

34.7 

Ha 

HI 

4.3 

4.4 

17 

10 

H,  1 

1945 . 

35.5 

21.0 

5.4 

4.2 

4.0 

16 

14 

111 

1940 . 

41.1 

24.0 

7.1 

4.4 

7.2 

7.2 

10 

110 

1947 . 

44.9 

31.0 

0.9 

4.9 

9.4 

17 

1.0 

113 

19a . 

54.2 

37.0 

5.0 

10;9 

10.0 

1.9 

115 

1949 . 

42  7 

a.9 

4.7 

11.6 

12.9 

14 

17.4 

1950 . 

72.1 

51.7 

13.7 

4.3 

13.7 

111 

17 

114 

1951 . 

12.3 

59.5 

15.4 

9.9 

14.7 

113 

14 

114 

1952 . 

91.4 

41.9 

10.4 

11.4 

15.9 

21.3 

4.0 

215 

1953 . 

101.3 

75.1 

22.0 

12.9 

16.0 

213 

4.4 

210 

1954 . 

113.7 

05.7 

24.1 

15.0 

116 

210 

4.6 

214 

1955 . 

99.3 

31.4 

17.5 

21.0 

29.4 

12 

214 

1950 . 

111.2 

35.7 

19.7 

22.7 

310 

10 

27.3 

1957 . 

119.7 

a.o 

21.2 

23.3 

312 

7.4 

29.3 

1951 . 

131.5 

45.4 

23.3 

25.5 

37.1 

7.0 

32.5 

1959 . 

145.5 

53.1 

25.0 

211 

312 

110 

314 

1940 . 

157.4 

40.1 

24.9 

210 

11.2 

30.0 

1941 . 

172.4 

U.0 

29.1 

30.4 

11.0 

41.0 

1942 . 

2a.  4 

192.5 

70.0 

32.3 

34.5 

112 

a.o 

1943 . 

274.3 

217.1 

90.9 

36.2 

39.4 

11.2 

419 

1944 . 

300.1 

241.0 

101.3 

a.  6 

a.o 

55.2 

11.4 

47.7 

1H5 . 

325.1 

244.4 

110.3 

a.6 

49.7 

60.0 

114 

a.  7 

1944 . 

347.4 

200.0 

114.4 

47.3 

54.4 

64.6 

110 

519 

1947 . 

370  2 

290.0 

121.0 

50.5 

59.0 

67.5 

114 

510 

1941 . 

397.5 

319.9 

130.0 

53.5 

65.7 

70.0 

21.7 

510 

1949  ». . 

425.3 

339.1 

ia.2 

56.1 

70.7 

72.0 

210 

59.4 

1970  ». . 

451.7 

355.9 

150.3 

57.9 

73.3 

74.4 

33.0 

62.0 

1971  • . 

499.5 

394.0 

174.5 

62.0 

02.1 

713 

39.4 

611 

1949;  1  • . 

403.7 

324.7 

133.0 

54.2 

67.1 

714 

22.6 

514 

II  » . 

411.7 

331.0 

134.3 

54.0 

69.1 

719 

214 

57.2 

Ill  ». . 

411.7 

335.7 

130.4 

55.4 

70.4 

71.4 

24.9 

510 

IV»  . 

425.3 

339.1 

140.2 

54.1 

70.7 

710 

26.0 

59.4 

1970:  1  » . 

429.4 

340.7 

140.0 

56.4 

70.9 

717 

216 

60.1 

II  * . 

435.4 

3a.  5 

ia.i 

56.9 

71.3 

712 

30.0 

611 

Ill  » . 

443.4 

349.7 

ia.4 

57.4 

714 

716 

31.7 

619 

IV  » . 

451.7 

355.9 

150.3 

57.9 

73.3 

74.4 

33.0 

610 

1971:  1  > . 

459.0 

341.0 

154.2 

50.7 

74.4 

74.5 

316 

616 

II  » . 

471.1 

372.0 

161.2 

59.6 

716 

74.5 

35.2 

63.9 

Ill  » . 

405.4 

303.5 

160.2 

6a7 

79.7 

74.0 

37.4 

64.7 

IV  » . 

499.5 

394.0 

174.5 

62.0 

02.1 

713 

39.4 

66.1 

•  Inchidn  toan  haM  by  nandapasit  Inifl  campaaias,  but  not  bank  trust  dapartmants. 

>  Induda*  farmar  FNMA  and  naw  GNMA,  m  watl  as  FHA,  VA,  WA,  Farmars'  Hama  Administration  and  in  aartiar  yaart 
RFC,  HOLC,  and  FFMC.  Also  includas  U.S.-sponaorad  apoiKiss  such  as  naw  FNMA  and  Fadtral  Land  tanks.  Othar  U.S. 
agancias  (amounts  small  or  currant  soparala  data  not  raadily  availablo)  includod  witb  “indiyidaats  and  othors." 

Sourea;  taard  at  Govarnors  of  tho  Fodaral  Rosarvo  Syslam,  basod  on  data  from  various  Govornmont  and  privata  or* 
laniialians. 
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Table  B-62. — JVW  ^lic  and privaU  dtbt,  1929-70^ 
IBWiMt  a(  MImsI 


I  Ntt  public  and  private  debt  la  a  comprahantiva  aiir*t*ta  of  tha  indabtadnass  of  borrowars  aftar  aliminatini  curtain 
typaa  of  duolicating  govarnmantal  and  corporate  debt. 

>  Nat  Fadaral  Govammant  and  aiancy  debt  is  tha  oubtanding  dabt  bald  by  tha  public,  aa  defined  in  tha  "Budget  of  tha 
United  ibtea  Government,  for  the  Fiscal  Yaar  ending  June  30, 1973.” 

*  This  comprises  tha  dabt  of  fadaraliy  sponsored  agencias,  in  which  there  is  no  longar  any  Fadaral  proprietary  interest 
Tha  obligations  of  tha  Federal  Land  Banks  are  included  beginning  with  1947,  tha  debt  of  the  Fadaral  Home  Loan  Banks 
is  inciudad  beginning  with  1951,  and  tha  debb  of  tha  Federal  National  Mortgage  Association,  Fadaral  Intermediate  Credit 
Banks,  and  Banks  for  Cooperatives  are  inciudad  beginning  with  1968. 
r  Farm  mortiagas  and  farm  production  loans.  Farmers'  financial  and  consumer  dabt  is  inciudad  in  tha  nonfarm  catogorias. 

>  Financiai  debt  is  debt  owed  to  banks  for  purchasing  or  carrying  securities,  customers'  debt  to  brokers,  and  debt  owed 
to  life  insurance  companies  by  policyholders. 

Sources;  Department  of  Commerce  (Bureau  of  Economic  Analysis),  Treasury  Department,  Department  of  Agriculture, 
Board  of  Governors  of  the  Federal  Raserva  System,  Federal  Home  Lmo  tank  Board,  Federal  Land  Banks,  and  Fadaral 
National  Mortgage  Association. 
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GOVLRNMENT  FINANCE 

Table  B-63. — Ftitral  budget  receipts  and  outlets,  1929-73 
IMilliMM  o(  (MlanI 


Nott.— Certain  inttrfund  tranuctions  ara  twiudtd  from  rKaipb  and  outlays  starting  in  1932.  For  yoars  prior  ta  1932  tke 
amounts  of  such  transactions  aro  not  significant 
Rtfunds  of  rocoipts  aro  oxciudod  from  rocaipts  and  outlays  starting  in  1913. 

Sources:  Traasury  Department  and  Office  of  Menagomont  and  Budget 


451-688  0—72 
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Table  B-64. — Ptdtrd  bvdgtt  rtctipts,  omilayt,  JbuHcmg,  and  Mt,  1962-73 
(MMlow  tl  doRMs;  liteal  yMri| 


Oaacriptton 

Id 

la 

Bi 

D 

1867 

RECEIPTS.  EXPENOITURES,  AND  NH  LEND- 
IN6: 

ExpandNura  arcaunt: 

! 

Racafpta . 

N.i7( 

108,360 

112,662 

116,833 

130.856 

148,352 

Expandituias  (aacludas  nat  lending). . . 

111,436 

118,038 

117,181 

130,820 

133,201 

Expandttura  aecaunt  surplus  ar 

dafidt  (-). . 

-4,886 

-5,377 

-347 

36 

-3,648 

Lean  aecaunt: 

Lean  disbursamants . 

8,646 

10,237 

10,811 

14.628 

17,676 

Lean  repayments . 

8,781 

8,683 

8,662 

10,786 

12,623 

Nat  landing . 

-143 

343 

1,248 

3,832 

3,033 

Tetai  budget; 

Ktciiptt.  ..................... 

M,676 

108,360 

112,662 

116,833 

130.856 

148,352 

Outlays(expandituras  and  nat  ianding). 

106,813 

111,311 

118,584 

118,430 

134,652 

158,254 

Budget  surplus  ar  deficit  (— ) . 

-7, 137 

-4,731 

-5,822 

-1,586 

-3,786 

-8.702 

BUDCET  FINANCiNG: 

Nat  barrawing  fram  the  public  ar  repay- 

mant  af  barraaring  (— ) . 

1,768 

6,088 

4,061 

3.076 

2,838 

Other  means  el  linaKlng . 

-2,632 

-1,337 

-2,465 

720 

5,863 

Tatai  means  al  financing . 

7,137 

4,731 

1,386 

3,786 

8,702 

OUTSTANDiNG  DEBT,  END  OF  YEAR:  • 

Grau  Fadarai  debt . 

303,281 

310,807 

316.763 

323,134 

328.474 

341.3a 

Held  by  the  pubiic . 

248,373 

234,461 

257,553 

261,614 

264,680 

267,328 

MlOCn  RECEIPTS . . 

ImRIvMimI  incamt  taiM . 

Corporatioii  incamt  taxes . 

Emplaymant  taxes  and  oantribatiana . 

UnamalavfiMnt  insurance . 

CantriMUans  far  atkar  insurance  and 

ratiramant . 

Excise  taxes . 

Estate  and  ^  taxes . 

Customs  dutias . 

Miscalianaeus  receipts  > . 

MEMORANDUM: 

Federal  funds . . 

Trust  funds . 

Intrsisvanimantai  tranaactians . . 

BUOOn  OUTLAYS  (EXPENOiTURES  AND 
NET  LEHOINfi) . 

Natienai  defense. . 

Internatienal  affairs  and  finance . 

Space  reaaarcii  and  tachneinty _ _ 

Airkuitura  and  rural  davaiepmant . 

Natural  rasaurcas  and  anviranmant . 

Cammarea  and  transpnrtatkw . 

Cammanity  davatopmant  and  kausini . 

Educatiea  and  manpawar . 

Naaltfe . 

Incema  saeurito . 

Vatorans  fianaflti  and  sarvicas . 

InSw^ . . 

Ganatal  tavanua  sharing . . 


Um^ributad  ietragavammantal  trans^ 
MEMORANDUM: 

Fadaraltmds . 

Trust  funds . . 

latfsgoiaramaulal  traasaettous . . 


Sea  featnatos  at  and  ef  tabla. 


Tablk  B-64. — Federal  budget  receipts,  outlays,  ftnancitig,  and  debt,  1962-73 — Continued 
IMUNom  of  Mldn;  fbcal  yoorel 


Actual 

Esbmata 

Dascription 

19U 

1969 

1970 

1971 

1972 

1973 

RECEIPTS.  EXPENDITURES.  AND  NET  LEND- 

ING: 

Eiponditoro  accoont: 

Racmpts . 

1S3.S71 

187, 764 

193, 743 

186.392 

197,627 

220,785 

Espanditoros  (axclodas  not  londini). 

172,902 

163,072 

194,456 

210.306 

235,567 

246.463 

Expondikira  accoont  sorplos  or 

doficit  (-) . 

-19, 131 

4.712 

-714 

-21,916 

-37,770 

-25,676 

Loan  accoont: 

Loan  disborsomonts . 

20,327 

13.117 

6,313 

6,131 

8.256 

5354 

Loan  ropaynunts . 

14,297 

11,640 

6,162 

7,014 

7,246 

5560 

Not  londini . 

6,030 

1,476 

2,131 

1,117 

1,013 

-206 

Total  bodgat: 

Racwpts . 

153,671 

167,784 

193, 743 

186,392 

197,627 

220,765 

Ootlays(aiponditvras  and  not  londini). 

178,633 

164, 5M 

196.566 

211,425 

236,610 

246,257 

Bod|ot  sorplos  or  doficit  (— ) . 

-25, 161 

3,236 

-2,645 

-23,033 

-36.763 

-25472 

BUDGET  FINANCING; 

Not  bprrowini  irom  Iho  poblic  or  lapay- 

ntont  of  borrowing  (-) . 

23,100 

-1,044 

3,614 

19,446 

39,500 

27,500 

Otbor  moans  of  Cnancini . 

2,061 

-2,192 

-969 

3,565 

-717 

-5026 

Total  moans  of  finandng . 

25, 161 

>-3,236 

>2.645 

23,033 

36,763 

25472 

OUTSTANDING  DEBT,  END  OF  YEAR: 

Gross  Fodoral  dobi . 

369,769 

367,144 

362.603 

409,467 

455,764 

495165 

Hold  by  tho  poblic . 

290,629 

279,463 

264.660 

304,326 

343,826 

371.326 

BUDGET  RECEIPTS . 

153,671 

167,764 

193,743 

166,392 

197,627 

220,765 

Individoal  incomo  taxas. . 

66,726 

67,249 

90.412 

86,230 

66,500 

95900 

Corporation  incomo  taxos . 

26  665 

36.676 

32.829 

26.765 

30. 100 

35.700 

Employmont  taxos  and  contributions . 

29.224 

34.236 

39,133 

41.699 

46.367 

55113 

Unmptoymont  insuranco . 

3,346 

3,326 

3,464 

3,674 

4.364 

5016 

Contribotions  for  other  msoranco  and  ro- 

tiromont . 

2,052 

2,353 

2,701 

3,205 

3,361 

3,554 

Exdaa  taxas . 

14,079 

15.222 

15.705 

16.614 

15200 

15300 

Estate  and  ^  taxas . 

3,491 

3.644 

3.735 

5200 

4.300 

Customs  dutios . 

2,319 

2.430 

2,591 

5210 

2.650 

MiscaHanaous  rocaipts  ■ . 

^Elul 

2,908 

3,424 

3,656 

5525 

4,052 

MEMORANDUM: 

Fadoral  funds.. . 

114,726 

143, 321 

143. 156 

133.765 

137,766 

150,617 

Trust  funds . 

44. 716 

52,009 

59.362 

66,193 

73,163 

63,214 

Intraiovarnmontal  transactiont . 

-5,771 

-7,547 

-6,778 

-11,566 

-15124 

-13,046 

BUDGET  OUTLAYS  (EXPENDITURES  AND  NET 

LENDING) . 

176,633 

164,546 

196,566 

211,425 

235610 

246.257 

National  dafonsa . 

60,517 

61. 2r 

60.295 

77,661 

75030 

75310 

International  oRairs  and  financa . 

4,619 

3,765 

3,570 

3.095 

5960 

5  644 

Space  rosaarcb  and  tacbnology  . 

4,721 

4.247 

3,749 

3.361 

5180 

5191 

Agricultura  and  rural  davoiopinont . 

5,940 

6.216 

6.201 

5,096 

7,345 

5691 

Natural  rasourcas  and  anvironmont . 

1,722 

2.169 

2.566 

2,716 

5  376 

2.450 

Commarca  and  transportation . 

6,094 

7,921 

9,310 

11. 310 

15672 

11,550 

Community  dovotopmont  and  bousini . 

4,076 

1,961 

2,965 

3,357 

4,039 

4.6U 

Education  and  manpower . 

6,739 

6,525 

7,289 

6,654 

15140 

11,261 

Health . 

9,606 

11,611 

12.907 

14.463 

17,024 

15117 

Income  security . 

34. 106 

37,699 

43,790 

55,712 

65225 

69.656 

Votarans  banadts  and  sarvicas . 

6,662 

7.640 

6.677 

9,776 

11. 127 

11. 745 

Interest  . 

13,744 

15,791 

16.312 

19,609 

20,067 

21. 161 

Gonoral  govammont . 

2,561 

2,666 

3,336 

3,970 

5,302 

5531 

2,25^ 

5.000 

550 

Undiatrlbatad  totragavarnmontai  trans- 

actiona . 

-4,499 

-5,117 

-6,360 

-7,376 

-7,677 

-5590 

MEMORANDUM: 

Fodarai  funds . _ 

143,105 

146.611 

156,301 

163,651 

162,519 

165764 

Trust  funds . 

41,499 

43.264 

49,065 

56,361 

67,215 

72,519 

Intragovanunantal  transaettons . 

-5,771 

-7,547 

-6,778 

-11,566 

-15 124 

-15046 

>  iNdudM  bolii  Fodorol  foods  ood  Imst  foods. 

'  Enlodos  ctMOfos  doo  to  roclsssiticatton  and  to  coovorston  of  mixad-ownotship  oolofprisos  to  private  owoorship.  (Soo 
faoliMlos  to  TaMa  9,  "Bodiol  of  tta  Unitad  Slatas  Covoronoot  for  ttio  Fiscaf  Yoar  Eodiiw  Jaoa  30, 1171,"  aad  fooloatas 
to  ToMo  10.  "Bod|ot  •*  tko  Unitad  Statas  Govammont  for  Iko  Fiscai  Yoar  Endiof  Jooa  30, 1972.") 

Soorcas:  fraaaory  Oapartonot  and  Oflka  af  Maoacanioot  and  Bodpot 
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Table  B-65. — Relation  oj  the  Federal  budget  to  the  Federal  sector  of  the  national  income  and 
product  accomOs,  1970-73 

(Billioin  o(  dollan;  Inul  yMn| 


Racatpls  and  axpandituras 


RECEIPTS 


Total  rocaipts,  budget . . 

Governmant  contributhm  for  omployao  ratiro* 

moot  (grossing) . 

Other  netting  and  grossing . 

Adjustment  to  accruals . 

Other . . 

Federal  sactor,  national  income  and  product  accounts, 
rocaipts . . 


EXPENDITURES 

Total  outlays,  budget . 

Loan  account . 

Financial  transactions  in  the  aipanditura  account . . 
Govornmant  contribution  for  omployao  ratiromant 

(rossinf) . 

Otbar  natting  and  grossing . 

Oafansa  timing  adjustmant . 

Othar . 

Fadaral  sactor,  national  income  and  product  accounts, 
expand  ituras . 


Actual 

Estimata 

1970 

1971 

1972 

1973 

193.7 

188.4 

197.8 

220.8 

2.7 

3.1 

3.2 

3.5 

1.4 

1.5 

1.5 

1.7 

-3.1 

-.1 

1.1 

-.1 

.4 

-.1 

2.5 

-.5 

194.6 

194.0 

202.8 

227.9 

196.6 

211.4 

236.6 

246.3 

-2.1 

-1.1 

-1.0 

.2 

-1.8 

-2.1 

-1.9 

-1.5 

2.7 

3.1 

3.2 

3.5 

1.4 

1.5 

1.5 

1.7 

.7 

-.7 

-.7 

3.0 

-.3 

.4 

.0 

2.7 

197.2 

212.4 

237.8 

255.9 

Nota.— Saa  Spacial  Analysis  A,  “Budget  of  the  Unitod  States  Govornmant  lor  the  Fiscal  Yaar  Ending  Juno  30, 1973,“  for 
daacription  of  those  catagorias. 

Sources:  Treasury  Department,  OIRca  of  Managamant  and  Budget,  and  Department  of  Commarca  (Bureau  ol  Economic 
Analytis). 
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Tabui  B-€6. — lUctipu  and  txptndUuru  •J  tkt  Ftdtral  G^vmmtxt  stctor  tf  tkt  national  incomo 
and  ptoinct  BceoioUf,  1948-73 


>  Wai*  teenalt  ton  diibiimiinirtt  haw  baa*  luMractab  fiaai  totaL  Tkan  wara  (ia  MMaaa  a(  daMara,  at  nanaaBy 
anaaal  ratat)  2.S,  —2.1,  -0.4,  aad  .Oia  Um  4  qaartara  at  1170,  raspactivaly.  aad  .0  la  aacb  at  tha  4  qaartan 

of  li71. 

« Etolaiataa. 

Saaacaa:  Dapartnaat  at  Caaiaiaica  (kmaa  at  Eeaaaadc  Aaainto)  aad  0«ca  at  Maaaiaaiaat  aad  ladiaL 
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Table  B-67. — Public  debt  seeuritus  by  kind  »f  obligation,  1946-71 


IBillions  of  dollml 


End  of  year  or  month 

Total 

public 

debt 

socuri- 

ties 

Intorast-boaring  public  debt 

Matured 
public 
debt 
and 
debt 
bear¬ 
ing  no 
intar- 
ost 

Markatablo  public  issues 
by  maturity  clau 

Nonmarfcatabla  public  issues 

Within 

1  year 

ItolO 

ytars 

10 

ytars 

and 

ovtr 

Special 

issues' 

U.S. 
sav* 
inn 
bonds  * 

For¬ 

eign 

and 

inter¬ 

na¬ 

tional 

Other 

1941 . 

259.1 

54.8 

61.7 

60.1 

24.6 

49.8 

6.7 

1.5 

1947 . 

256.9 

49.6 

56. 1 

60.0 

29.0 

52.1 

7.4 

2.7 

1949 . 

252.8 

44.6 

55.1 

57.7 

31.7 

55.1 

6.3 

2.2 

1949 . 

257.1 

49.4 

51.8 

53.9 

33.9 

56.7 

9.3 

2.1 

1950 . 

256.7 

49.4 

50.5 

52.5 

33.7 

58.0 

10.1 

2.4 

1951 . 

259.4 

47.1 

56.7 

38.8 

35.9 

57.6 

20.9 

2.3 

1952 . 

267.4 

57.7 

62.2 

28.7 

39.1 

57.9 

19.6 

2.1 

1953 . 

275.2 

73.9 

50.4 

30.3 

41.2 

57.7 

19.3 

2.3 

1954 . 

271.7 

62.8 

64.7 

30.2 

42.6 

57.7 

17.7 

3.0 

1955 . 

280.8 

61.7 

68.6 

32.9 

43.9 

57.9 

12.7 

3.0 

1956 . 

276.6 

68.6 

58.9 

32.9 

45.6 

56.3 

11.9 

2.4 

1957 . 

274.9 

75.3 

56.9 

32.0 

45.8 

52.5 

10.4 

2.0 

1951 . 

282.9 

72.6 

71.0 

32.0 

44.8 

51.2 

9.2 

2.1 

1959 . 

79.9 

83.7 

24.6 

43.5 

48.2 

7.8 

3.1 

I960  . 

290.2 

75.3 

89.5 

24.2 

44.3 

47.2 

6.3 

3.4 

1961 . 

296.2 

85.9 

84.7 

25.4 

43.5 

47.5 

0.5 

5.3 

3.5 

1962 . 

303.5 

87.3 

95.6 

20.1 

43.4 

47.5 

.7 

4.6 

4.3 

1963 . 

309.3 

89.4 

94.2 

24.0 

43.7 

48.8 

1.3 

3.8 

4.1 

1964 . 

317.9 

88.5 

100.4 

23.6 

46.1 

49.7 

1.8 

3.5 

4.4 

1965 . 

320.9 

93.4 

95.6 

25.6 

46.3 

50.3 

2.4 

2.9 

4.4 

1966 . 

329.3 

105.2 

87.5 

25.4 

52.0 

KO 

1.5 

2.7 

4.3 

1967 . 

344.7 

104.4 

97.0 

25.1 

57.2 

51.7 

3.2 

2.6 

3.5 

1961 . 

358.0 

108.6 

103.4 

24.8 

59.1 

52.3 

4.4 

2.6 

2.9 

1969 . 

368.2 

118.1 

93.3 

24.4 

71.0 

52.2 

4.7 

2.5 

2.0 

1970 . 

389.2 

123.4 

104.9 

19.4 

78.1 

52.5 

6.5 

2.4 

1.9 

1971  . 

424.1 

119.1 

123.0 

19.9 

85.7 

54.9 

17.4 

2.4 

1.8 

1970:  Jan . 

367.6 

118.6 

93.3 

24.4 

70.1 

52.1 

4.6 

2.5 

2.0 

Fob . 

368.8 

117.8 

96.4 

21.7 

71.4 

52.1 

4.9 

2.5 

^0 

Mar . 

372.0 

121.3 

95.2 

21.7 

72.1 

52.0 

5.2 

2.5 

iO 

Apr . 

367.2 

117.1 

95.2 

21.7 

71.8 

52.0 

4.9 

2.5 

2.1 

May . 

371.1 

109.4 

105.5 

21.6 

73.3 

52.0 

4.8 

2.5 

1.9 

Juno . 

370.9 

105.5 

105.5 

21.6 

76.3 

52.0 

5.6 

2.5 

1.9 

July . 

376.6 

110.8 

105.5 

21.5 

76.1 

52.0 

6.2 

2.5 

1.9 

Aug . 

380.9 

109.8 

109.2 

21.5 

77.5 

52.1 

6.3 

2.5 

2.0 

Sopt . 

378.7 

108.7 

109.2 

21.5 

76.7 

52.1 

6.2 

2.5 

1.9 

Ocl . 

111.6 

109.1 

21.4 

75.4 

52.2 

6.0 

2.5 

1.9 

Nov . 

383.6 

120.1 

104.9 

19.5 

75.6 

52.4 

6.7 

2.5 

2.0 

Doc . 

389.2 

123.4 

104.9 

19.4 

78.1 

52.5 

6.5 

2.4 

1.9 

1971:  Jan . 

388.3 

123.4 

104.9 

19.4 

77.7 

5^6 

6.1 

2.4 

1.9 

Fob . 

390.7 

115.5 

113.2 

19.4 

78.9 

5^8 

6.5 

2.4 

2.0 

Mar . 

391.7 

114.9 

113.2 

19.3 

80.0 

53.0 

6.9 

2.4 

1.9 

Apr . 

391.9 

113.5 

113.2 

19.2 

79.7 

53.2 

8.9 

2.4 

1.9 

•l^ay . 

396.8 

114.0 

11Z5 

19.2 

81.7 

53.4 

11.7 

2.4 

1.9 

Juno . 

398.1 

112.8 

113.6 

19.1 

82.8 

53.6 

12.0 

2.4 

1.8 

July . 

405.3 

115.0 

113.6 

19.1 

84.7 

53.8 

15.0 

2.4 

1.8 

Auf . 

414.6 

116.7 

114.0 

19.0 

54.0 

19.7 

2.4 

1.8 

41^3 

117.7 

113.3 

19.0 

54.2 

17.9 

2.4 

1.8 

Oct . 

411.9 

118.0 

115.3 

18.9 

84.3 

54.4 

16.8 

2.4 

1.8 

414.6 

108.9 

125. 5 

20.0 

84.4 

54.6 

16.9 

2.4 

1.9 

Doc . 

424.1 

119.1 

123.0 

19.9 

85.7 

54.9 

17.4 

2.4 

1.8 

I  Itsuod  to  U.S.  Govornmant  accounts.  Thoso  accounts  also  hold  |0. 1  billion  of  public  markatablo  and  nonnurkat* 
ablo  issun  on  Oacembor  31, 1971. 

*  Includos  sales  of  U.S.  savings  notos  from  May  1967  through  Juno  30, 1970. 

Source:  TrMsury  Dopartmont 
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Table  B-68. — EstimaUd  owfurtMp  of  pvhlie  d*bt  securitits,  1939-71 
|P«r  vahiM,>  bUliOM  of  dollarsi 


Total  public  dobt  aaeuritiot  > 


Hold  by  prWala  iomlon 


End  of  year  or 
month 

i 

j 

1 

Total 

Held 

r 

Govern¬ 

ment 

K- 

counts 

Held 

by 

Federal 

Reserve 

Banks 

Tetal 

Cem- 

marcial 

banks! 

MututI 
Mvinis 
banks 
•nd  in* 
suranca 
com* 
panios 

Other 

corpo- 

ratiensr 

SUte 
and 
local 
govern¬ 
ments  ' 

Indi¬ 

viduals* 

Miscal- 

lanaous 

inves¬ 

tors* 

1939 . ! 

41.9* 

6.1 

2.5 

33.4 

12.7 

8.4 

2.0 

0.4 

9.4 

0.5 

1940 . 

45.0  i 

6.7 

2.2 

36.2 

13.7 

9.2 

2.0 

.5 

10.0 

.8 

1941 . 1 

57.9  ! 

8.5 

2.3 

47.1 

17.1 

11.0 

4.0 

.7 

13.0 

1.3 

1942 . 

108.2  ! 

10.5 

6.2 

91.5 

38.2 

15.4 

10.1 

1.0 

23.3 

3.5 

1943 . 1 

165.9 

14.5 

11.5 

139.8 

57.3 

20.8 

16.4 

2.1 

37.2 

6.0 

1944 . 

230.6 

19.0 

18.8 

192.8 

76.7 

28.0 

21.4 

4.3 

53.1 

9.3 

1945 . 

278.1 

23.9 

24.3 

230.0 

90.8 

34.7 

22.2 

6.5 

64.0 

11.8 

1946 . , 

259.1 

27.4 

23.3 

208.3 

74.5 

36.7 

15.3 

6.3 

64.1 

11.4 

1947 . i 

256.9 

30.8 

22.6 

203.6 

68.7 

35.9 

14.1 

7.3 

65.7 

11.9 

1948 . 1 

252.8 

33.7 

23.3 

195.8 

62.4 

32.7 

14.8 

7.9 

65.5 

12.5 

1949 . 

257.1 

35.9 

18.9 

202.4 

66.8 

31.5 

16.8 

11 

66.3 

12.9 

1950 . 

256.7 

36.0 

20.8 

199.9 

61.8 

29.6 

19.7 

18 

66.3 

13.6 

1951 . 

259.4 

39.3 

23.8 

196.3 

61.5 

26.2 

20.7 

9.6 

64.6 

13.7 

1952 . 

267.4 

42.9 

24.7 

199.8 

63.4 

25.5 

19.9 

11.1 

65.2 

14.7 

1953 . 

275.2 

45.4 

25.9 

203.8 

63.7 

25.1 

21.5 

12.7 

64.8 

16.1 

1954 . 

278.7 

46.7 

24.9 

207.1 

69.1 

24.1 

19.1 

14.4 

63.5 

16.9 

1955 . 

280.8 

49.0 

24.8 

207.0 

62.0 

23.1 

23.2 

15.4 

65.0 

18.3 

1956 . 

276.6 

51.2 

24.9 

200.5 

59.5 

21.2 

18.7 

113 

65.9 

18.9 

1957 . 

274.9 

52.8 

24.2 

197.9 

59.5 

20.1 

17.7 

116 

64.9 

19.1 

1958 . 

282.9 

52.1 

26.3 

204.5 

67.5 

19.8 

18.1 

115 

63.7 

18.9 

1959 . 

290.8 

51.4 

26.6 

212.7 

60.3 

19.4 

21.4 

110 

69.4 

24.3 

1960 . 

290.2 

52.8 

27.4 

210.0 

62.1 

18.1 

18.7 

117 

66.1 

26.5 

1961 . 

296.2 

52.5 

28.9 

214.8 

67.2 

17.4 

18.5 

19.0 

65.9 

26.9 

1962 . 

303.5 

53.2 

30.8 

219.5 

67.1 

17.4 

18.6 

20.1 

66.0 

30.2 

1963 . 

309.3 

55.3 

33.6 

220.5 

64.2 

16.8 

18.7 

21.1 

68.2 

31.6 

1964 . 

317.9 

58.4 

37.0 

222.5 

63.9 

16.5 

18.2 

21.2 

69.8 

33.0 

1965 . 

320.9 

59.7 

40.8 

220.5 

60.7 

15.6 

15.8 

22.9 

72.1 

33.4 

1966 . 

329.3 

65.8 

44.3 

219.2 

57.4 

14.1 

14.9 

24.3 

74.6 

33.9 

1967 . 

344.7 

73.1 

49.1 

222.4 

63.8 

12.7 

12.2 

24.1 

74.0 

35.7 

1968 . 

358.0 

76.6 

52.9 

228.5 

66.0 

11.6 

14.2 

24.4 

75.8 

36.6 

1969 . 

368.2 

89.0 

57.2 

222.0 

56.8 

10.0 

13.3 

25.4 

80.9 

35.5 

1970 . 

389.2 

97.1 

62.1 

229.9 

62.7 

9.8 

10.5 

23.1 

81.9 

42.0 

1971 . 

424.1 

106.0 

70.2 

247.9 

65.0 

9.3 

13.2 

20.5 

77.5 

62.4 

1970:  Jan . 

367.6 

88.6 

55.5 

223.5 

54.6 

10.2 

13.9 

26.1 

82.1 

36.6 

Feb . 

368.8 

89.4 

55.8 

223.6 

53.0 

10.0 

13.2 

26.2 

82.8 

38.4 

Mar . 

372.0 

90.4 

55.8 

225.9 

55.5 

9.9 

12.7 

25.5 

83.2 

39.1 

Apr . 

367.2 

90.2 

56.5 

220.5 

54.5 

9.9 

11.9 

24.7 

82.7 

36.8 

May . 

371.1 

92.3 

57.3 

221.4 

53.9 

9.8 

12.5 

25.2 

83.0 

37.0 

June . 

370.9 

95.2 

57.7 

218.0 

52.6 

9.7 

11.1 

24.6 

82.5 

37.6 

July . 

376.6 

94.8 

58.6 

223.2 

54.3 

9.9 

12.1 

24.3 

82.9 

39.7 

Aug . 

380.9 

96.4 

59.9 

224.6 

57.3 

10.1 

12.0 

24.5 

82.3 

38.4 

Sept . 

378.7 

95.5 

60.0 

223.2 

56.3 

9.9 

10.4 

24.2 

82.7 

39.7 

Oct . 

380.2 

94.4 

60.0 

225.8 

58.4 

9.7 

11.2 

24.4 

82.3 

39.8 

Nov . 

383.6 

94.6 

61.2 

227.9 

59.3 

9.6 

10.9 

23.4 

82.4 

42.2 

Dec . 

389.2 

97.1 

62.1 

229.9 

62.7 

9.8 

10.5 

23.1 

81.9 

4^0 

1971:  Jan . 

388.3 

96  7 

61.8 

229.9 

61.7 

10.0 

11.1 

23.2 

81.3 

42.5 

Feb . 

390.7 

98.0 

62.5 

230.2 

61.3 

10.1 

10.  2 

24.0 

80.6 

44.0 

Mar . 

391.7 

98.8 

64.2 

228.7 

61.8 

9.6 

10.7 

218 

79.4 

44.3 

Apr . 

391.9 

99.1 

63  7 

229.1 

60.5 

9.6 

9.9 

21.8 

79.0 

48.3 

May . 

396.8 

101.8 

64.8 

230.2 

59.4 

9.7 

9.6 

21.8 

78.0 

51.9 

June . 

398.1 

102.9 

65.5 

229.7 

61.0 

9.4 

10.1 

21.4 

78.0 

49.8 

July . 

405.3 

104.9 

65.8 

234.6 

60.5 

9.6 

11.6 

21.9 

78.2 

52.6 

Aug . 

414.6 

107.3 

66.9 

!  240.4 

!  59.5 

9.5 

10.9 

21.1 

78.1 

61.3 

412.3 

106.5 

67.6 

!  238.2 

1  60.0 

9.3 

10.0 

21.0 

77.9 

60.1 

Oct . 

411.9 

104.7 

1  67.2 

:  240.0 

60.9 

9.3 

11.1 

20.8 

77.7 

60.3 

Nov . 

414.6 

104.7 

67.8 

242.1 

61.5 

9.2 

12.0 

20.6 

77.6 

61.2 

Dec . 

1  424.1 

106.0 

1  70.2 

1  247.9 

65.0 

9.3 

13.2 

20.5 

77.5 

62.4 

>  U.S.  savings  bonds,  series  A-F  and  J,  and  U.S.  savings  notas  are  included  at  current  redemption  value. 

>  Not  all  of  total  shown  is  subiect  to  statutory  debt  limitation. 

*  Includes  commercial  banks,  trust  companies,  and  stock  savings  banks  in  the  United  States  and  Territories  and  island 
possessions;  figures  exclude  securities  held  in  trust  departments.  Since  the  estimates  in  this  table  are  on  the  basis  of  par 
values  and  include  holdings  of  banks  in  United  States  Territories  and  possessions,  they  do  not  agree  with  the  estimates 
in  Table  B-S3,  which  are  based  on  book  values  and  relate  only  to  banks  within  the  United  States. 

*  Exclusive  of  banks  and  insurance  companies. 

'  Includes  trust,  sinking,  and  investment  funds  of  State  and  local  governments  and  their  agencies,  and  ef  Territerias 
and  possessions. 

'  includes  partnerships  and  personal  trust  accounts. 

’  Includes  savings  and  loan  associations,  nonprofit  institutions,  corporate  pension  trust  funds,  dealers  and  brokers. 
Federal  oriented  agencies  not  included  in  Government  accounts,  and  investments  of  foreign  balances  and  intarnational 
accounts  in  this  country.  Beginning  with  December  1946,  the  international  accounts  include  investments  by  the  International 
Bank  for  Reconstruction  and  Development,  the  International  Monetary  Fund,  the  International  Development  Association, 
the  Inter- American  Developmant  Bank,  and  various  United  Nations’  funds,  in  special  non-interest-bearihg  notes  and 
bonds  issued  by  the  U.S.  Government. 

Source:  Treasury  Department. 
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'1'able  B-69. — Ai'fragf  Itngth  and  maturity  distribution  of  marketable  interest-bearing 
public  debt,  1946-71 


End  ol  yoar  or  month 

Amount 

out¬ 

standing 

Within 

1  year 

1  to  5 
years 

daturity  clas 

5  to  10 
years 

s 

10  to  20 
years 

20  vears 
ana  over 

Average  length 

Millions  of  dollars 

Years 

Months 

Fiscal  year: 

1946 . 

189, 606 

61,974 

24, 763 

41.8G7 

17,461 

43.  599 

9 

1947 . 

168, 702 

51,211 

21,851 

35.  562 

18. 597 

41,481 

9 

1948 . 

160.346 

48,742 

21,630 

32. 264 

16,229 

41,481 

9 

1949 . 

155, 147 

48. 130 

32,562 

16,746 

22, 821 

34. 888 

8 

1950 . 

155,310 

42.338 

51,292 

7,792 

28.035 

25. 853 

8 

1951 . 

137.917 

43.903 

46. 526 

8.707 

29.979 

8. 797 

1952 . 

147,407 

46,367 

47  814 

13,933 

25,700 

6,594 

1953 . 

147.335 

65. 270 

36,161 

15,651 

28.662 

1,592 

1954 . 

150,354 

62. 734 

29,866 

27,515 

28,634 

1,606 

5 

1955 . 

155. 206 

49. 703 

39, 107 

34, 253 

28.613 

3,530 

5 

10 

1956 . 

154,953 

58,714 

34.401 

28.908 

28. 578 

4. 351 

5 

4 

1957 . 

155, 705 

71.952 

40,669 

12,328 

26,407 

4,349 

4 

1958 . 

166,675 

67,782 

42, 557 

21.476 

27,652 

7. 208 

5 

1959 . 

178,027 

72,958 

58,304 

17,052 

21,625 

8,088 

4 

I960 . 

183, 845 

70,467 

72,844 

20. 246 

12,630 

7,653 

4 

1961 . 

187, 148 

81. 120 

58,400 

26,435 

10,233 

10,960 

4 

1962 . 

196,072 

88,442 

57,041 

26,049 

9,319 

IS,  221 

4 

11 

1963 . 

203,508 

85,294 

58,026 

37, 385 

8,360 

14,444 

5 

1964 . 

206,489 

81,424 

65,453 

34,929 

8.355 

16, 323 

5 

1965 . 

208.695 

87,637 

56,198 

39, 169 

8,449 

17,241 

5 

1166  . 

209, 127 

89,136 

60,933 

33,596 

8,439 

17,023 

4 

11 

1967 . 

210,672 

89.648 

71.424 

24,378 

8,425 

16, 797 

4 

1968 . 

226,592 

106,407 

64,470 

30,754 

8,407 

16,553 

4 

1969 . 

226, 107 

103.910 

62,770 

34,837 

8,374 

16,217 

4 

1970 . 

232,599 

105,530 

89.615 

15,882 

10. 524 

11,048 

3 

1971 . 

245, 473 

112, 772 

89,074 

24, 503 

8, 455 

10, 670 

3 

6 

1970;  Jan . 

236,321 

118,633 

73,294 

20,026 

8,354 

16. 014 

3 

Fob . 

235,968 

117,796 

77,104 

19,329 

10.  557 

11,182 

3 

MUr . 

238, 195 

121,272 

75,889 

19,329 

10. 551 

11,155 

3 

233,998 

117,148 

75. 855 

19,329 

10,542 

11,124 

3 

236,561 

109,432 

89,631 

15,879 

10,534 

11,085 

3 

Jwio . 

232,599 

105,530 

89,615 

15,882 

10,524 

11.048 

3 

inly . 

237,821 

110,813 

89,614 

15,876 

10. 514 

11,004 

3 

Ani . 

240,511 

109,830 

91,075 

18. 122 

10.507 

10,978 

3 

Sapl  . 

239,330 

108,671 

91,066 

18. 140 

10.501 

10. 951 

3 

Sr.;::;;;;;:;. 

242;  180 

111,636 

90,992 

18. 138 

10:493 

10,922 

3 

Mov . 

244, 447 

120, 125 

82,302 

22. 555 

8.566 

10,900 

Oac . 

247, 713 

123,423 

82.318 

22. 553 

8,556 

10,863 

1971:  Jan . 

247, 667 

123, 418 

82. 316 

22.553 

8,542 

10,839 

Fnb . 

248.092 

115,534 

86.011 

27. 197 

8.529 

10,821 

3 

Mar . 

247,  457 

114,940 

88.025 

27,199 

8. 513 

10. 780 

3 

Apr . 

245. 888 

113,466 

85,990 

27,199 

8,491 

10.  742 

3 

May . 

245,635 

113.959 

88.004 

24,502 

8,472 

10,899 

3 

Jnno . 

245. 473 

112,772 

89,074 

24,503 

8.455 

10. 670 

3 

Jnty . 

247, 649 

115,014 

89,077 

24,503 

8,435 

10,622 

3 

Ani . 

249.654 

111664 

92.865 

21. 115 

8,420 

10,590 

3 

Soot . 

249, 931 

117,662 

90.915 

22  397 

8.404 

10. 553 

3 

Od . 

252,240 

119.007 

92,940 

22,397 

8. 385 

10,511 

3 

N«v . 

254.456 

106.911 

96.204 

29.321 

9.566 

10.454 

3 

D«c . 

262,038 

119,141 

93. 6U 

29. 321 

9,530 

10,  397 

3 

AM  iMM«  cltMifctd  lo  fiMi  miturity  ticMt  partiaMy  Ui-«iMnpl  bonds,  which  wort  clossifiod  to  oailiost  coH 
dolo  (Iho  lost  ol  thoto  b^s  woro  coUod  on  Aufost  14,  ItU,  for  rodomption  on  Docombor  IS,  IStt). 

Soofco:  Trootory  Dopoitmont. 
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■Receipts  and  expenditures  of  the  government  sector  of  the  national  income  and  product 
auounts,  1929-71 
(Billions  of  doHars) 


State  and  local 
lovornmant 


Total  (ovarnment 


Calondar  year  or  quarter 


>33. 

>34. 

)3S 

>3(. 

137 

..... 

i 


I  Sorplos  e(  S32  million. 

•  Dailcito(S41  million. 

Note  — Fodaral  irants-in-aid  to  State  and  local  lovommonts  are  reflected  in  Federal  expenditures  end  State  and  local 
recoipls  and  expenditures.  Total  lovemment  receipts  and  expenditures  have  been  adiustod  to  eiiminata  tMs  duplication. 

Soutco:  Deportment  at  Commeico,  Bureau  el  tconemic  Analysis. 


277 


"1 


Tabu  B-71. — RtuipU  and  txptndUyns  tj  th*  StaU  and  load  tovtrnmtnt  stttar  of  tht  national 
imtonu  and  product  accomnts,  1946-/1 

IBUHoim  oI  dolUrtl 


CaltAdar 

ytarar 

aMrIar 

Rocoipit 

Exponditurat 

Surplut 

or 

doOdl 
<-). 
national 
incomo 
and 
prod¬ 
uct  K- 
counts 

Total 

POf- 

tonal 

tai 

and 

nontax 

Cor- 

ponta 

proStt 

tax 

Indirad 

boii- 

non 

tax 

and 

nostix 

eontri- 

bationi 

for 

social 

Intur* 

anco 

Fad- 

oral 

■rantt- 

in-aid 

Total 

For- 

cfiaaot 

of 

■oods 

and 

torv- 

icos 

Trans- 

lor 

pey- 

monts 

to 

par- 

tons 

Net 

int»f»»t 

paid 

Lou; 
Currast 
surplus 
of  |0¥- 
ern- 
mont 
ontar- 
prisos 

IMS . 

12.  S 

1.5 

0.5 

13 

0.5 

1.1 

11.0 

IS 

1.7 

13 

17 

l.S 

IME . . 

kh 

l.S 

.S 

10.  s 

.6 

1.7 

14.3 

116 

13 

.3 

.0 

l.C 

ISM . 

2.1 

•  L, 

111 

.7 

10 

17.4 

110 

IS 

.3 

.0 

.1 

ISM . 

IS.  3 

t* 

.6 

113 

.0 

12 

20.0 

17.7 

IS 

.3 

.0 

-.7 

ISM . 

21.1 

20 

.0 

14.5 

1.0 

13 

22.3 

115 

15 

.3 

.s 

-1.2 

mi . 

mJW 

2.0 

.0 

110 

1.2 

IS 

217 

21.5 

10 

.3 

I.l 

-.4 

ISS2 . 

3.1 

•  L 

17.3 

1.3 

16 

25.3 

210 

12 

.3 

1.1 

P) 

ISM . 

14 

.0 

117 

1.5 

IS 

27.0 

24.6 

13 

.3 

1.2 

.1 

1SS4 . 

17 

.0 

117 

1.7 

IS 

2S.S 

27.4 

14 

.4 

1.4 

-1.1 

ISM . 

4.1 

1.0 

21.4 

1.6 

11 

32.7 

Ml 

17 

.5 

1.6 

-1.3 

ISM . 

4,7 

1.0 

23.0 

10 

13 

35.6 

310 

IS 

.5 

1.7 

-.1 

m7 . 

12 

1.0 

25.5 

13 

4.2 

3S.5 

36.6 

4.2 

.5 

l.S 

-1.4 

ISM . 

KUl 

11 

1.0 

27.0 

IS 

16 

44.0 

M.6 

4.6 

l.S 

-11 

ISM . 

Ki 

13 

1.2 

210 

17 

16 

H.I 

413 

40 

10 

-.S 

mo . 

MS 

7.3 

1.3 

31.7 

10 

IS 

416 

Ml 

11 

12 

.2 

mi . 

US 

7.7 

1.4 

Ml 

12 

7.2 

Ml 

M.2 

IS 

.0 

13 

-.5 

ISM . 

MS 

17 

1.4 

3S.S 

IS 

10 

57.6 

517 

17 

.0 

16 

.3 

tsu . 

U.4 

14 

1.7 

30.4 

10 

11 

612 

512 

10 

.0 

10 

>•! 

ISM . 

MS 

10.  S 

IS 

413 

4.1 

114 

67.0 

US 

IS 

.7 

IS 

1.7 

ISM . 

7S.S 

ll.S 

11 

MS 

4.5 

11.1 

74.5 

711 

IS 

.5 

10 

l.S 

ISOS . 

117 

12 

MS 

10 

14.4 

S3.S 

710 

7.7 

11 

m? . 

■  ^1 

115 

14 

54.1 

17 

IIS 

HI 

H.4 

17 

12 

-1.4 

ISH . 

113 

12 

M.6 

14 

117 

107.5 

100.0 

110 

14 

-.3 

ISM . 

11S.0 

21.3 

14 

617 

7.3 

213 

Ills 

1116 

ll.S 

•» 

15 

.1 

1S70 . 

133.4 

216 

15 

716 

13 

24.4 

132.  S 

122.2 

14.4 

.1 

IS 

.5 

1S71»  . 

151.8 

218 

4.3 

SI.S 

12 

28.7 

1410 

135. 4 

17.0 

4.1 

10 

SMMtially  adiustad  tniNitl  rttts 


1S70:  1 . 

1210 

210 

15 

717 

7.8 

210 

1210 

117.1 

113 

0.1 

16 

1.1 

II . 

131.  S 

215 

15 

710 

12 

21S 

1M.0 

1117 

14.0 

.1 

10 

l.S 

Ill . 

135.3 

210 

17 

74.5 

14 

24.  S 

135.1 

124.0 

14.0 

.1 

IS 

.2 

IV . 

138.5 

24.2 

13 

76.4 

17 

21 S 

IM.S 

127.  S 

116 

.2 

4.0 

-1.3 

1S71:  1 . 

143.4 

210 

4.2 

713 

IS 

27.0 

144.2 

131.6 

114 

.3 

4.1 

-.0 

II . 

1M.6 

26.3 

4.3 

M.4 

11 

2S.S 

1M.S 

1316 

11 S 

.4 

4.1 

2.8 

Ill . 

1M.4 

27.2 

4.3 

U.3 

13 

M.2 

IM.S 

136.2 

17.2 

.5 

4.1 

4.6 

IV». . 

20.0 

U.6 

15 

32.0 

154.4 

U0.3 

17.7 

4.2 

I  D««idt  of  $41  mllloii. 

Soofco:  Oopartmoiil  of  Cominoret,  Boroau  el  Economic  Anolytit. 


CORPORATE  PROFITS  AND  FINANCE 

Table  B-73. — Profits  before  and  after  taxes,  all  private  corporations,  1929-71 
(Billions  of  dollars) 


I  fadani  and  SUta  corporate  income  and  excess  profits  taxes, 
s  iKludes  depreciation  and  accidental  damages. 

•  Corporate  profits  after  taxes  plus  corporate  capital  consumption  alkwances. 

Source;  Department  of  Commerce,  Bureau  of  Economic  Analysis. 
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Table  B-74. — Sales,  profits,  and  slockhoUers'  eqrsity,  all  massufaetaring  corporations  {except 
newspapers^),  1947-71 

IBiUioM  of  dollml 


All  manufacturing 
corporations 

Durable  goods  industries 

Nondurable  goods 
industries 

Yoar  or 

Profits  1 

Proftls  I 

Profits 

quarter 

Sales 

Before  1 

After  ! 

Stock- 

^los 

Before  1 

After 

Stock- 

Sales 

Before 

After 

Stock- 

(net) 

Federal 

income 

taxes 

Federal 

income 

taxes 

equity  * 

(net) 

Ftdtral 

incoiM 

tftXM 

Federal 

income 

taxes 

oquity* 

(net) 

Federal 

income 

taxes 

Federal 

income 

taxes 

equity* 

1947 . 

150.7 

16.6 

10.1 

65.1 

66.6 

7.6 

4.5 

31.1 

84.1 

9.0 

16 

34.0 

1946 . 

165.6 

18.4 

11.5 

72.2 

75.3 

8.9 

5.4 

34.1 

9a4 

9.5 

12 

38.1 

1949 . 

154.9 

14.4 

9.0 

77.6 

70.3 

7.5 

4.5 

37.0 

84.6 

7.0 

4.6 

40.6 

1950 . 

181.9 

23.2 

12.9 

83.3 

86.8 

12.9 

6.7 

39.9 

911 

113 

11 

43.5 

1951 . 

245.0 

27.4 

11.9 

98.3 

116.8 

15.4 

6.1 

47.2 

128.1 

12.1 

17 

51.1 

1952 . 

250.2 

22.9 

10.7 

103.7 

122.0 

12.9 

5.5 

49.8 

128.0 

110 

12 

53.9 

1953 . 

265.9 

24.4 

11.3 

108.2 

137.9 

14.0 

5.8 

5^4 

128.0 

114 

15 

55.7 

1954 . 

248.5 

20.9 

11.2 

113.1 

122.8 

11.4 

5.6 

54.9 

125.7 

9.6 

16 

58.2 

1955 . 

278.4 

28.6 

15.1 

120.1 

142.1 

16.5 

8.1 

58.8 

1313 

12.1 

7.0 

61.3 

1956 . 

KllAl 

KO 

16.2 

131.6 

159.5 

16.5 

8.3 

65.2 

147.8 

13.2 

7.8 

66.4 

1957 . 

320.0 

28.2 

15.4 

141.1 

166.0 

15.8 

7.9 

70.5 

154.1 

12.4 

7.5 

716 

1958 . 

305.3 

22.7 

12.7 

147.4 

148.6 

11.4 

5.8 

72.8 

156.7 

11.3 

19 

74.6 

1959 . 

338.0 

29.7 

16.3 

157.1 

169.4 

15.8 

8.1 

77.9 

1615 

13.9 

13 

712 

1960 . 

345.7 

27.5 

15.2 

165.4 

173.9 

14.0 

7.0 

8r3 

171.8 

13.5 

12 

83.1 

1961 . 

356.4 

27.5 

15.3 

172.6 

1/5.2 

13.6 

6.9 

84.9 

181.2 

13.9 

15 

87.7 

1962 . 

389.9 

31.9 

17.7 

181.4 

195.5 

16.7 

8.6 

89.1 

194.4 

111 

12 

92.3 

1963 . 

412.7 

34.9 

19.5 

189.7 

209.0 

18.5 

9.5 

93.3 

203.6 

114 

110 

96.3 

1964 . 

443.1 

39.6 

23.2 

199.8 

226.3 

21.2 

11.6 

98.5 

2118 

113 

11.6 

101.3 

1965 . 

492.2 

46.5 

27.5 

211.7 

257.0 

26.2 

14.5 

105.4 

2312 

213 

13.0 

1013 

1966 . 

554.2 

51.8 

30.9 

230.3 

291.7 

29.2 

16.4 

115.2 

262.4 

22.6 

14.6 

nil 

1967 . 

575.4 

47.8 

29.0 

247.6 

300.6 

25.7 

14.6 

125.0 

274.8 

22.0 

14.4 

122.6 

1968 . 

631.9 

55.4 

32.1 

265.9 

335.5 

30.6 

16.5 

135.6 

2914 

24.8 

115 

130.3 

1969  > . 

694.6 

58.1 

33.2 

289.9 

366.5 

31.5 

16.9 

147.6 

328.1 

26.6 

114 

142.3 

1970 . 

708.8 

48.1 

28.6 

306.8 

363.1 

23.0 

12.9 

155.1 

3417 

25.2 

117 

151.7 

1969:  1  > . 

162.8 

14.1 

7.9 

281.5 

86.0 

7.8 

4.1 

143.4 

718 

13 

3.8 

1310 

11 . 

176.1 

15.8 

8.9 

288.0 

94.2 

8.9 

4.7 

146.8 

81.9 

19 

4.2 

141.2 

Ill . 

172.4 

13.9 

8.0 

293.0 

89.8 

7.1 

3.8 

148.9 

82.7 

18 

4.2 

144.1 

IV . 

183.3 

j  14.4 

8.4 

1  297.1 

96.5 

7.7 

4.2 

151.1 

86.8 

16 

4.2 

146.0 

1970:  1 . 

170.4 

12.1 

6.9 

BeSI 

87.2 

5.9 

3.2 

152.2 

83.2 

12 

3.7 

148.7 

II . 

181.3 

'  13.7 

8.0 

1  306.0 

95.4 

7.3 

4.0 

155.1 

86.0 

14 

4.0 

151.0 

Ill . 

176.7 

i  11.7 

1  7.0 

309.5 

89.7 

5.3 

2.9 

156.6 

87.0 

14 

4.0 

152.9 

IV.... 

180.4 

10.7 

6.7 

310.8 

90.8 

4.5 

2.8 

156.6 

89.6 

12 

4.0 

154.2 

1971;  1 . 

177.5 

12.1 

7.0 

314.0 

90.7 

6.0 

3.2 

158.0 

86.9 

11 

18 

156.0 

II.... 

191.4 

14.5 

8.5 

319.0 

99.8 

7.8 

4.3 

160.3 

91.6 

18 

4.2 

1517 

III.... 

1  185.6 

12.8 

7.5 

323.2 

92.6 

5.8 

3.2 

161.2 

93.1 

7.0 

4.3 

162.0 

Mncludos  newspapers  beginnini  1969. 

>  Annual  data  are  average  equity  lor  the  year  (using  four  end-of>quarter  figures). 

Note.— For  explanatonr  notes  concerning  compilation  of  the  series,  see  "Quarterly  Financial  Report  for  Manufacturing 
Corporations,"  Federal  trade  Commission  and  Securities  and  Exchange  Commission. 

Data  are  not  necessarily  comparable  from  one  period  to  another  due  to  changes  in  accounting  procedures,  industry 
classi^tions,  sampling  procedures,  etc.  Specific  ioformation  about  the  effecb  oil  the  more  significant  changes  and  re¬ 
visions  is  contained  in  the  following  issuos  of  tho  "Quarterly  Financial  Report":  third  quarter  1953,  third  quarter  1956, 
first  quarter  1959,  and  first  quarter  1965. 

Sources:  Federal  Trada  Commission  and  Socuritios  and  Exchango  Commission. 
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Table  B-75. — Relation  of  profits  after  taxes  to  stockholders’  equity  and  to  sales,  all  manufac¬ 
turing  corporations  (except  newspapers  •),  by  industry  group,  1950-71 


Yaarer 

fiaartar 

All 

man- 

ulac- 

tur- 

im 

cor¬ 

pora¬ 

tions 

(ax- 

capt 

naws- 

pap- 

ars>) 

Durable  foods  Industries 

Total 

dur¬ 

able* 

Mo¬ 

tor 

vehl- 

clos 

and 

equip¬ 

ment 
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■  Includot  nawtpapars  batianini  1K9. 

>  Includas  cartaln  Industrlat  not  shown  saparataly. 

>  Annual  ratios  basad  on  avoraia  aquity  lor  tha  yaar  (mini  laar  and-ol-quartar  fifurat).  Qaartariy  ratios  basad  on  aqaily 
at  and  oi  quartar  only. 

Nola.— For  axplanatorynotasconMrnini  compilation  of  tha  sarias,  too  "Qaartariy  Financial  Raport  lor  Manulactarini 
Corporations,"  Fadaral  Trada  Commission  and  Sacuritias  and  Eachanta  Commisaion.  Saa  also  llola,  TaMa  B-74. 

Sourcat;  Fadaral  Trada  Commission  and  Sacuritias  and  Eschanaa  Cammisilon. 
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Table  B-76. — Somcts  and  uses  of  funds,  nonfarm  nonfinancial  torpor^  btuiruss,  1960-70 
IBillioni  of  doHan) 


Sourca  or  usa  of  funds 

1960 

1961 

1962 

1963 

1964 

B 

1966 

1967 

1966 

1969 

1970 
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39.0 
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45.6 
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34  9 

33.2 

37.0 

36.6 

44.1 

52.6 
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I.l 

1.9 
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2.0 
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3.0 

1.5 

4.7 

4.3 

5.1 

7.9 

14.4 

7.3 

6.4 

6.5 

2.6 

Incraasa  in  financial  assets . 

4.7 

15.6 

16.0 

17.7 

12.6 

23.1 

15.5 

14.6 

25.6 

27.6 

19.5 
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.5 
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.6 
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By 
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cn 
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Other  flaancM  oaaots> . 

2.2 

2.1 

3.2 

3.9 

2.2 

5.1 

,1.0 
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1.4 

6.0 

3.0 

m 
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-6.9 

-7.2 

-6.0 

-10.1 

-6.3 

-5.4 

-1.6 

*  Tko  Utorti  tiiown  ktrt  for  IMomol  sourcot,  undistribuM  proMt,  and  capital  conaumption  allowancat  diffar  from 
Ibosa  shown  lor  cash  flow  not  af  dividandi.  undlstrlbutad  profits,  and  capital  consumption  allowsncas  in  tho  gross  cor- 
porata  product  tabia  in  tho  nationsi  incooM  and  product  accounts  of  the  Dapartmant  of  Comnwrea  for  tba  lollowina  raasons; 
n)  tfeasa  iguras  includa,  and  tha  statistics  in  tba  giou  cerporata  product  tabia  aaduda,  branch  praflts  ranwiad  fraui 
faraignats  not  of  carrasponding  U.S.  ramittancas  to  foraignars;  and  (2)  thoaa  flguras  aaduda,  and  tha  groaa  carporala 
produd  Iguras  inctnda,  tha  iimraal  funds  of  corporatioM  whoso  aaajor  activity  is  farming. 

>  Fotoign  luvostmonl  aadudos  amounts  flnancsd  by  bond  isauaa  abroad,  sad  bond  isaaas  oataido  tho  U.S.  sia  aadudod 
from  flaancial  soarcas  af  funds  abova. 

Sauna:  Baard  af  Covarnors  af  tba  Fadanl  Banana  Syalam. 
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Table  B-77. — Current  assett  and  liabilitits  »f  U.S.  corporations,  1939-71 
(BillioM  o(  (MlanI 


Currtiit  mats  Currant  liabiMtiaa 


End  of  yaar 
or  quartor 


Cash  I  U.S.  I  caiv-  Notos 

I  on  Gov-  I  ablos  and 

hand  I  arn-  {  from  ae- 

I  and  I  mont  I  U.S.  counts 

'  in  i  socuri- 1  Gov-  racoiv- 
banks>  tins*  .  arn-  abla 


I  Othor  j  „  “ 

In-  1  cor- 

van-  1  rant  Total  '  jrTL, 

torios  :  as-  ; 


Ad- 

vancos 

and  Notos 
pro-  and 


mants,  counts  *???* 


I  Not 
Othor  I  «vork 
cur-  I  iny 
ront  I  cap)' 
lia-  I  tal 
bill-  ! 
tias 


I  Includos  tima  cartificatas  of  daposit. 

>  Includos  Fadaral  afoncy  issuas. 

>  Racaivabias  from  and  payaMas  la  U.S.  Govarnmant  do  not  includa  amounts  oRsat  aoinst  aach  othor  on  corporations’ 
books  or  amounb  arisini  from  subcontracting  vdiich  ara  not  diractly  duo  from  or  to  tha  U.S.  Govarnmant.  Wharovar  poasiMa. 
adjustmanb  hava  boon  mada  to  includa  U.S.  Govarnmant  advancas  offsat  against  invantorias  on  corporations’  books. 

•  Includos  markatabla  invastmants  (othor  than  Govarnmant  sacuritias  and  tima  cartificatas  of  daposit)  as  wall  as  sundry 
currant  assats. 

•  Ganarally  raflacts  dafinitions  and  classifications  used  in  "Statistics  of  Incoma"  for  IMl. 

Nolo.— Data  ralata  to  all  U.S.  corporations,  aschiding  banks,  Mvings  and  loan  associationa,  insuranca  com- 
panias,  and  baginning  with  tha  now  sarias  for  INI,  invastmant  companias.  Yaar-and  data  through  1N7  ara  basod  on 
"Statistics  of  Incomr’  (Troasury  Oapartmant),  covaring  virtually  all  corporations  in  tha  Unitad  Status.  "Statistics  at 
Incoma"  data  may  not  ba  strictly  comparabla  from  yaar  to  yaar  bacausa  of  Mangas  In  tha  tai  laws,  basis  lor  filing  returns, 
and  processing  of  data  lor  comnlalion  purposes.  All  other  hguros  shown  ara  ashmatas  basod  on  data  compilad  from  many 
dlRamnl  sources,  including  data  on  corporations  rogisisrod  with  tha  Sacutibas  and  Eschanga  Commission. 

Sourca:  Sacuritias  and  Eschanga  Commission. 


451-688  0—72 - 19 
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Table  B~78. — &aU  and  municipal  and  corporate  stcuriliet  offered,  1934-71 
(MUlitns  of  doUtnl 


Corporato  sacuritios  offortd  (or  casli 


State  and 
municipal 
securities 

Total 

corpo¬ 

rate 

offar- 
ings  j 

Type  of  corporate  security 

Industry  of  corporate  user 

Year  or  quarter 

offered 

1  lor  cash 
;  (principal 
,  amounts)  : 

f^- 

mon 

stock 

Pre¬ 

ferred 

stock 

1 

Bonds 

and 

notes  j 

Manu- 
fK- 
turing  > 

Elec¬ 

tric, 

water* 

Trans¬ 

porta¬ 

tion* 

Com¬ 

munica¬ 

tion 

>  Prior  to  194t,  also  includes  oxtrKtive,  radio  broadcastinj.  airlino  companies,  commercial,  and  miscellaneous  company 
Issues. 

>  Prior  to  1948,  also  indudes  telephone,  street  railway,  and  bus  company  issues. 

>  Prior  to  1948,  indudos  railroad  issues  only. 

Note— Covers  substantially  all  new  issues  of  State,  municipal,  and  corporate  sacuritios  offered  lor  cash  sale  in  the  United 
States  in  amounts  over  $100,000  and  with  terms  to  maturity  of  more  than  1  year;  excludes  notes  issued  exdusively 
to  commercial  banks,  intercorporate  transMtions,  investment  company  issues,  and  issues  to  bo  sold  over  an  ex- 
toodod  period,  such  as  omployoo-purchaso  plans. 

Sources:  Securities  and  Exchanfa  Commission,  "The  Commercial  aed  Financial  Chronicle,”  and  "The  Bond  Buyer.” 
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Tabls  B-79. — Common  stock  prices,  earnings,  and  yields,  and  stock  market  credit,  1939-71 


I  Monthly  data  ara  avaratas  of  daily  figuras  and  annual  data  ara  avarans  of  monthly  figuras. 

*  Aggranta  cash  dividands  (basad  on  latast  known  annual  rata)  dividao  by  tha  aggragata  markat  valua  of  tha  stocks  in 
tha  group  Dasad  on  Wadnasday  closing  pricas.  Monthly  data  ara  avaragas  of  tha  four  or  fiva  waekly  figuras  and  annua  | 
data  ara  avaragas  of  monthly  figuras. 

*  Ratio  of  quartarly  aarnings  (saasonally  adjustad  annual  rata)  to  price  index  for  last  day  in  quarter.  Annual  ratios  ara 
averages  of  quartarly  data. 

<  As  reported  by  member  firms  of  the  Now  York  Stock  Exchange  carrying  margin  accounts.  Balances  secured  by  U.S. 
Government  obligations  are  aacludad  throurt  1967  and  included  thereafter.  Data  ara  for  and  of  period. 

<  Loans  bv  weakly  reporting  mambar  banks  (weakly  reporting  large  commercial  banks  baginning  1965)  to  others  than 
brokers  and  dealers  for  purchasing  or  carrying  securities  except  U.S.  Government  obliptions.  Data  am  for  last  Wadnasday. 

•  Loans  by  weakly  raporting  member  banks  (weakly  reporting  large  commercial  banks  beginning  1965)  for  purchasing 
of  carrying  sacurHias,  including  U.S.  Government  obligations.  Data  are  for  last  Wednesday. 

'  Revised  series  beginning  June  1969;  not  strictly  comparable  with  aarliar  data. 

•  Series  discontinued  beginning  July  1970. 

Sources:  Board  of  Governors  of  the  Federal  Reserve  System,  Standard  A  Poor's  Corporatwn,  and  New  York  Stock 
Exchange. 
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Table  B-80. — Business  formation  ansi  business  failures,  1929-11 


Business  failures  > 


nks  and  railroads  a 

ioauraoca,  Mdlai  aad  fenaitcial  eatiipaiiias.  rtaamiMp  liaet,  traval  atancias.  ate. 

•  FaNura  rata  par  10,000  IMad  aalarpriaae 

'  Sariaa  raviaad:  aal  strictly  caaiparaMa  wltk  aarHar  data. 

•  FrebasMary;  baaed  aa  laasanally  adjuatod  data  tkrauph  Odabar. 

taaraaa:  Dipartiatat  al  Caaiaiaraa  (Bureau  at  teanaailc  Aaalytit)  aad  Qua  A  Braddraat,  lae 
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Table  B-81. — Income  of  farm  people  and  farmers,  1929-71 


Incomt  ractlvtd  (rom  ftrailng 


PtrsoMi  incom* 
rtcaivad  by  total 
farm  population 


Nat  to  farm 
operators 


Nat  Income  par 
farm,  including 
nat  Inventory 

dianga 


Realbad  gross 


Produc¬ 
tion  ex¬ 
panses 


Cash 

racaipb 

from 

market¬ 

ings 


From 

non¬ 

farm 

sources’ 


Total* 


1967 

dollars* 


Current 

dollars 


Seasonally  adjusted  annual  rates 


>  Net  income  to  farm  operators  including  net  inventory  change,  less  net  income  of  nonresidant  operators,  plus  wkm 
end  salaries  and  other  labor  income  of  farm  residsnt  vrarkers,  less  contributions  of  farm  residant  operators  and  workers 
to  social  insurance. 

*  Consists  of  income  recaivad  by  farm  residents  from  nonfarm  sources,  such  as  wages  and  salaries  from  nonfarm  em- 
pleymant.  nonfarm  business  and  professional  income,  rants  from  nontarm  real  estate,  dividends,  interest,  royalties, 
unemploymant  compensatioo,  and  social  security  payments. 

*  Cash  receipts  from  marketings.  Government  paymento,  and  nonnMnay  income  furnished  by  farms  (excluding  net 
inventory  change). 

*  Inchidas  net  value  of  physical  change  in  inventorv  of  crops  and  livestock  valued  at  avarafe  prices  for  the  veer. 

I  Income  in  currant  dollers  divided  by  the  index  of  prices  paid  by  farmers  for  family  living  items  on  a  1967  base. 

Source;  Department  of  Agricultura. 


57.9 

50.5 

40.2 

17.7 

57.1 

a.  7 

40.7 

16.4 

55.7 

41.4 

41.2 

14.5 

55.6 

46.3 

41.4 

14.2 

56.1 

49.7 

42.2 

14.6 

57.6 

50.6 

42.8 

14.8 

59.3 

52.3 

43.0 

16.3 

6a9 

53.6 

43.6 

17.3 

6,120 

5,460 

5,680 

5,030 

4,990 

4,380 

4,960 

4,310 

5,180 

4,430 

5,320 

4,510 

5,950 

4.960 

6,330 

5,280 

I 


Table  B-82. — Fbtm  mdtJtn,  192^7! 

IIM7-100I 


*  Farm  eirtpvt  maataras  tka  aaaaal  vdIimm  oI  farm  prodactioii  availabla  (or  avaatoal  hunua  um  throogh  lalas  from 
(arms  or  conaamptioii  in  (arm  lioiitalMids.  Total  aadodn  production  o(  soods  and  of  (aad  (or  (lorsas  and  mulat. 

>  Indodat  prodoction  o(  saada  and  of  (and  (or  horsaa  and  mulas  and  eortaia  Hams  not  tlwwn  aaparataly. 

*  Incladat  cotlain  itama  not  akown  aoparaMy. 

Saaroa:  Papartmaat  of  Agrkaltnra. 
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Table  B-83. — Ftrm  ptptdmtion,  tmpUym*nt,  and  prtd^tieity,  1929-71 


Farm  popalaMan 
(April  l)» 

Farm  amployoNat 
(tbousands)' 

Farm  aatput 

Crap 

prodae- 

twa 

Vaar 

Num- 

As  par- 
cant  af 
total 
papa- 
latiani 

Far 

Far  maa-bour 

bar 

(tbou- 

sands) 

Total 

Family 

workars 

Nirad 

rrorhars 

unM  of 
total 
bipat 

Total 

Crops 

Lbro- 

stoch 

and 

products 

Ptf 

•cr«« 

Indaa.  1967- 

too 

isn . 

30,560 

25.1 

12,763 

9,360 

3,403 

56 

17 

17 

26 

57 

IMO . . 

30,529 

24.6 

12,497 

9,307 

3,190 

55 

17 

17 

26 

52 

1131 . 

30,645 

24.6 

12,745 

9,642 

3,103 

60 

17 

16 

?Ll 

59 

1932 . 

31,366 

25.1 

12,616 

9,922 

2,894 

61 

17 

16 

25 

56 

1933 . 

32,393 

25.1 

12,739 

9,674 

2,665 

57 

16 

17 

25 

50 

1934 . 

32,305 

25.5 

12,627 

9,765 

2,662 

52 

15 

16 

23 

42 

1935 . 

32,161 

25.3 

12,733 

9,655 

2,676 

61 

16 

19 

24 

54 

1939 . 

31,737 

24.6 

12,331 

9,350 

2,981 

54 

17 

17 

25 

46 

1937 . 

31,266 

24.2 

11,976 

9,054 

2,924 

65 

19 

20 

25 

62 

1931 . 

30,960 

23.6 

11,622 

6,615 

2.607 

64 

20 

21 

26 

60 

1939 . 

30,640 

23.5 

11,336 

6,611 

2,727 

63 

20 

21 

27 

61 

1940 . 

30,547 

23.1 

10,979 

6,300 

2,679 

64 

21 

23 

27 

62 

1941 . 

30,116 

22.6 

10,669 

6,017 

2,652 

67 

22 

24 

26 

63 

1942 . 

26,914 

21.4 

10,504 

7,949 

2.555 

73 

24 

26 

30 

70 

1943 . 

26,166 

19.2 

10,446 

6,010 

2.436 

71 

24 

26 

32 

64 

1944 . 

24,615 

17.9 

10,219 

7,966 

2,231 

^2 

25 

27 

31 

66 

1945 . 

24.420 

17.5 

10,000 

7,661 

2,119 

73 

27 

29 

32 

67 

1946 . 

75. 403 

16  0 

10. ’SS 

6.106 

2.1*9 

76 

29 

31 

32 

70 

1947 . 

25,629 

17.9 

10,362 

6.115 

2,267 

74 

29 

31 

33 

67 

1949 . 

24,363 

16.6 

10.363 

6,026 

2.337 

60 

32 

?Ll 

34 

75 

1949 . 

24,194 

16.2 

9,964 

7,712 

2,252 

76 

33 

36 

36 

70 

1950 . 

23.  OM 

15.2 

9,926 

7.597 

2,329 

76 

35 

39 

37 

69 

1951 . 

21,690 

14.2 

9,546 

7,310 

2,236 

76 

36 

36 

39 

69 

1952 . 

21. 7U 

13.9 

9,149 

7,005 

2,144 

79 

39 

42 

40 

73 

1953 . 

19. 674 

12.5 

6,864 

6.775 

2,089 

60 

41 

43 

41 

73 

1954 . 

19,019 

11.7 

6,651 

6,570 

2,081 

61 

43 

45 

43 

71 

1955 . 

19.076 

11.5 

6.381 

6. 345 

2.036 

83 

47 

46 

46 

74 

1956 . 

16.712 

11. 1 

7,653 

5,900 

1,953 

65 

50 

52 

46 

77 

1957 . 

17,656 

10.3 

7,600 

5,660 

1,940 

66 

53 

56 

50 

77 

1956 . 

17.128 

9.6 

7.503 

5. 521 

1,962 

92 

59 

65 

55 

66 

1959 . 

16,592 

9.4 

7,342 

5,390 

1,952 

92 

62 

66 

59 

66 

1960 . 

15,635 

17 

7,057 

5.172 

1,865 

96 

67 

71 

62 

66 

1961 . 

14,903 

11 

6,919 

5,029 

1,690 

97 

70 

73 

67 

92 

1962 . 

14,313 

7.7 

6.700 

4,873 

1,627 

97 

73 

77 

71 

95 

1963 . 

13,367 

7.1 

6,516 

4,736 

1.780 

100 

60 

62 

77 

97 

1964 . 

12,954 

16 

6,110 

4,506 

1,604 

96 

83 

65 

63 

95 

1965 . 

12,363 

14 

5,610 

4.126 

1,462 

101 

91 

92 

67 

100 

1966 . 

11,595 

19 

5.214 

3,854 

1,360 

90 

94 

95 

93 

99 

1967 . 

10.675 

15 

4,903 

3,650 

1,253 

100 

100 

100 

100 

100 

1966 . 

10,454 

12 

4,746 

3.535 

1,213 

100 

106 

106 

105 

104 

1969  . 

10,307 

11 

4,596 

3.419 

1,176 

101 

112 

112 

112 

107 

1970 . 

9,712 

4.7 

4, 523 

3,348 

1,175 

99 

113 

no 

120 

102 

1971  » . 

9,400 

4.5 

4,454 

3,286 

1. 168 

107 

122 

121 

120 

112 

I  Farm  oopalaHon  as  daflnad  by  Dapartmant  e(  A|rtciiltura  and  Oapartmaat  of  Cofflmarea,  i.a.,  dvUian  population 
IMm  on  fanns.  rofardlass  of  occupation. 

'  Total  population  ot  Unltad  Statas  as  of  July  1  includini  Armad  Forcas  ovaisaas. 

•  Includas  parsons  dolni  farmworfc  on  all  farms.  Thasa  data,  publisbad  by  tha  Dapartmant  of  Aricultura.  Statistical 
Raportini  Sarvica,  dlllar  from  tbosa  on  airkultural  amploymant  by  tba  Dapartmant  of  Labor  (saa  Tabla  B-22)  bacausa  al 
dHlarancas  In  tba  mathod  of  approach,  in  concepts  of  amploymant,  and  in  Uma  of  montb  lor  whicb  lha  data  are  catlactad. 
Saa  monthly  raport  on  “Farm  Labor." 

<  Computad  from  variabla  waifbts  tor  indlvidnal  crops  produced  each  year. 

Sources:  Dapartmant  ot  Airicultura  and  Dapartmant  of  Commerce  (Bureau  at  tba  Census). 
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Table  B-84. — Indtxtt  of  priets  uttiood  and  prices  paid  by farmers,  and  parity  ratio,  1929-71 

_ im7-ioo| _ 

I  Prkts  rcMived  by  tarmtrs 


StiKSSI 


Table  B-84. — Indtxtt  of pricu  rtctwtd  and  priett  paid  by famurs,  and  parity  ratio,  1929-71— Coa. 

11967-100) 


I  Includts  itMns  not  shown  soparatoly. 

>  Intorost  piyabio  por  Kro  on  firm  ml  osUto  dobt. 

>  Farm  ml  astata  taxas  payablo  par  Kre  (loviod  in  pracadinf  yoir). 

<  Monthly  data  ara  seasonally  adjusted. 

•  Parcontaio  ratio  of  prices  racoivod  for  all  farm  products  to  parity  index,  on  a  1910-14-100  base.  The  adjostod  parity 
ratio  (shown  in  pironthosos  in  tho  tabla)  raflocts  (tevornmont  payments  made  directly  to  farmars. 

Souico:  Dopartmont  of  AgricuKura. 
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451-^088  0—72 - 20 
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'  AcfMM  tormM  (tKMiiii  <*«piieation)  plM>  in  IruKs,  trnn  nuts,  ind  farm  inrdnnt. 

•  IndMM  tnfvict  bnMintt  and  iaapravamants  on  land. 

•  Nontarni  parttan  of  load,  toad,  and  Nmtock  parcbaMt. 

SoMca:  Oapartmant  of  Acricallnra. 
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*I'ablb  B-86. — Comparative  balance  sheet  oj  the  farming  sector,  1929-72 
IMHom  of  MlanI 


Aosots 


CMms 


Btgifinini  of 

ytar 

Total 

Raal 

astata 

Othar  physical  assats 

Financial  assats 

Total 

1 

Othar 

dabt 

Pro¬ 

pria- 

tors' 

r 

Llva- 

stock' 

Ma- 

chin- 

ary 

and 

motor 

vahl- 

clas 

Crops* 

Housa- 

hatd 

aqulp- 

mant 

and 

fumish- 

Incs 

D«- 

posite 

and 

eur- 

rancy 

U.S. 

savings 

bonds 

Invast- 

mant 

inco- 

opara- 

tivts 

ItM . 

49.0 

D 

12 

D 

1990 . 

91.5 

47.9 

m 

14 

2.5 

10 

19 

0.9 

915 

Rj 

10 

519 

1931 . 

43.7 

Hn 

13 

1932 . 

37.2 

3.9 

10 

11 

1133 . 

30.1 

10 

2.5 

IS 

1934 . 

tgn 

12 

2.2 

7.7 

193S . 

IfVI 

2.2 

7.9 

1931 . 

tim 

Kfl 

2.4 

7.4 

1937 . 

35.2 

11 

2.9 

7.2 

1939 . 

iTVi 

10 

10 

7.0 

1939 . 

Iftl 

11 

12 

18 

1940 . 

52.9 

33.9 

11 

11 

2.7 

12 

12 

0.2 

.8 

52.9 

19 

14 

42.9 

1941 . 

13 

■n 

10 

12 

15 

.4 

.9 

55.0 

IS 

19 

44.9 

1942 . 

BSi 

19 

19 

12 

.5 

.9 

92.9 

14 

11 

52.4 

1943 . 

TV 

I  ■ 

H  V 

Bl] 

11 

10 

14 

1.1 

1.0 

717 

10 

10 

917 

1944 . . 

T  : 

i_i 

11 

13 

19 

2.2 

1.1 

M.9 

14 

15 

IMS . 

15 

17 

19 

7.9 

14 

1.2 

itII 

19 

14 

Wfi 

19« . 

itjL 

I  ; 

H  « 

14 

13 

11 

14 

4.2 

1.4 

18 

12 

1M7 . 

w 

Kill 

13 

7.1 

7.7 

10.2 

4.2 

1.5 

1114 

19 

19 

107.9 

19M . 

n 

1  [ 

IkM 

7.4 

10 

IS 

19 

4.4 

1.7 

127.9 

11 

12 

119  9 

1949 . 

IDt 

10.1 

19 

11 

19 

19 

1.9 

134.9 

13 

11 

123.5 

19S0 . 

75.3 

119 

12.2 

7.9 

19 

11 

17 

2.1 

132.5 

19 

IS 

120.1 

1991 . 

7  F 

99.9 

17.1 

14.1 

7.9 

17 

11 

17 

2.3 

ISIS 

11 

7.0 

1314 

1952 . 

r  r 

95.1 

115 

117 

18 

10.3 

14 

17 

2.5 

197.0 

17 

10 

152.3 

1953 . 

T  F 

99.5 

cu 

17.4 

10 

19 

14 

19 

17 

194.3 

7.2 

19 

ia2 

19M . 

191.2 

95.0 

11.7 

114 

12 

19 

14 

17 

19 

191.2 

7.7 

Ki 

144.3 

1955 . 

195.1 

99.2 

nin 

119 

19 

10  0 

14 

10 

11 

195.1 

12 

if 

147  5 

1959 . 

Tr*  ■ 

102.9 

irfi 

KU 

13 

10.5 

IS 

12 

13 

Ell 

BSI 

is 

150  9 

1957 . 

ti  vii 

110.4 

Im1 

20.3 

13 

10.0 

14 

11 

15 

1710 

Ri] 

1519 

1951 . 

l.sv  ■ 

115.9 

ni] 

20.2 

7.9 

19 

15 

11 

17 

Dx] 

195.4 

1959 . 

m.2 

124.4 

17.7 

21.8 

13 

18 

10.0 

12 

10 

202.2 

11.1 

115 

1719 

1910 . 

nn 

13a  2 

112 

22.2 

7.7 

19 

12 

17 

13 

2011 

111 

117 

1713 

1991 . 

liliiii 

131.7 

119 

21.8 

10 

19 

17 

19 

17 

2010 

HU 

177  9 

1992 . 

i  jf  ■ 

1310 

114 

22.3 

18 

11 

18 

IS 

10 

217  9 

Hu 

ttu 

1812 

1993 . 

BlH 

143.9 

17.3 

22.7 

13 

10 

12 

14 

13 

771,0 

Itti 

■Ill 

189  3 

1994 . 

<1^ 

152.1 

119 

24.1 

18 

19 

12 

12 

17 

729.8 

118 

111 

IM.9 

1995 . 

239.5 

1919 

14.5 

215 

12 

19 

19 

12 

10 

7315 

ITfl 

rn 

201.0 

1999 . 

'tfl  ■ 

172.5 

17.5 

27  1 

17 

19 

lao 

11 

13 

25ia 

21.2 

20.4 

2112 

1997 . 

vH 

112.5 

119 

219 

10.0 

14 

10.3 

19 

19 

299  5 

tfTl 

ESI 

223.8 

1991 . 

193.1 

118 

31.4 

19 

10 

10.9 

18 

7.0 

2816 

719 

2312 

1999 . 

299.5 

2(K.9 

20.2 

310 

10.9 

19 

11.5 

17 

7.3 

298  5 

27.1 

27.5 

243.9 

1970 . 

PTl 

2012 

23.4 

34.1 

10.9 

17 

11.9 

17 

7.7 

309.9 

214 

fvJl 

251. 5 

1971 . . 

214.0 

217 

39.9 

117 

19 

12.4 

17 

11 

3110 

29.5 

257.9 

1972  * . 

335.1 

223.0 

99.8 

213 

335.1 

317 

34.9 

299.9 

•  Botfnnifli  wilt)  IWl,  hortos  and  molts  art  axclodad. 

•  Inmdts  all  crops  hold  on  farms  and  crops  hold  oR  farms  by  farmars  as  sacurily  far  Commodity  Cradit  Carparatlaa 
latns.  Tba  lattar  on  Janoary  1,  l•72,  iolalad  approxlmataly  $0.  >  bHIIon. 

Saarea:  Oapartmant  of  Afrlcoltura. 
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INTERNATIONAL  STATISTICS 
Tablb  B-87. — U.S,  balmitc*  ^  ptymmU,  1946-71 
(HNIIttM  tf  MImi| 


DlrK( 

•JP«nd- 

ituris 


lHi|-lO.»7S 

tS7«-t.S<2 

il.C<-ll.Si7  2,M7-t.l01 
!7.Si«-lt*03  4.7Sa -1,119 

9,4S2-},US 
U.  4a -19,310  Lltt -1,107 

.  19.  «0 -14,7(1  4,9m -3.017 
.10,107-14,319  S,3SI-t,9lt 
.ia.77|-M,»l  4,»i-=3,10S 
.S,3U;-17.«ii  5,241 -1 99i 

!•  err  «  ASl  4  44A 


1 


Table  B-A7. — (/.  S.  balmct  pmymtnts,  194&-71 — Coatmued 


pUttoMof  MlanI 


■  EjkMm  Military  iranta. 

•  Miuatad  from  Canaua  tfata  tor  diltarancaa  i*  timini  aad  covorafi. 

>  I  ncludoa  faca  and  royaltioa  Inm  U.S.  direct  invoatmants  abroad  or  from  loraiin  direct  invoatmonta  in  the  United  Stataa. 

•  Euludot  liabilitioa  to  loroitn  official  raiarvt  afcncioa. 

>  Private  toraiinera  oacluda  the  IMF,  but  include  otber  international  and  raiiooal  orianizationa. 

'  Includta  liabililict  to  foraiin  official  atanciea  raportad  by  U.S.  Government  and  U.S.  banka  and  U.S.  liabilitiea  to  the 
IMF  ariaing  from  rtvaraibla  gold  ulea  to,  and  gold  depoaita  willi,  the  United  Stated. 

>  Official  raaerve  aaaeta  include  gold,  a^ial  drawing  righta,  convertible  currenciea,  and  the  U.S.  gold  tranche  poaition 
in  thaIMF. 

•  Not  available  Mparataly. 

'  Coverage  of  liquid  banking  claims  for  ISGG-63  and  of  nonliquid  nonbanking  claims  for  Iguj-fiZ  is  limited  to  foreign 
currency  deposits  only;  other  liquid  items  are  not  available  separately  and  are  included  with  nonliquid  claimL 
>•  Includes  gain  of  $6/  million  rasulting  from  revaluation  of  the  German  mark  in  October  1989. 

»  Average  of  the  first  3  quarters  on  a  seasonally  adiusled  annual  rates  basis. 

Sources:  Department  ef  Commeroa  (Bureau  of  Economic  Analysis)  and  Treasury  Department 
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Table  B-68. — U.S.  mtrchmuHst  txports  mtd  imports,  ij>  commonly  groups,  1958-71 
IMiUiMW  •(  Mitral 


MarektiidiM  iMporls 


MtidundiM  Mporti  * 


Grot* 


TttrarMrttr 


ftata* 


Gtntnl  Importi* 


Domtstie  axptrts 


Talil,  meM- 
hi|t«Mparti* 


Ttitli 


Untd- 

iusttd 


1,640  6,324 
1,563  5,627 


I  ttilMfaii  1660,  dalt  Iwvt  bata  adivatad  larcomparabUKy  with  tha  rtvitad  commodity  classilicatioas  oifocUva  in  1665. 
>Tolab  oachido  Dopartmaat  of  Donato  thipmantt  of  frant-aM  aiilitary  aupptiaa  and  aquipmant  undar  tha  Military 

AmMmim  PfwrwH* 

*Ttlal  incMaa  commodHioa  and  tranaactiona  not  claatMad  according  to  kind. 

<  ladwlaa  fata  and  ^la. 

'  IndadoB  macMnary,  tranaportation  aqaipmant,  chamkala,  motala,  and  othar  manalacturaa.  Export  data  for  tbaao  Homt 
laelada  mMtary  giant-M  chipmontL 
*  Total  arrivalt  of  importad  goodt  othar  than  intranaK  ahipmanta. 

'  Exporta,  anchidlng  mHIttry  grant-aid,  lata  ganaral  importt;  qaartarty  data  ttaaonally  adjuatad. 

Nala.— Data  art  at  raportad  by  tha  Bartaa  of  tha  Canaua  adjaatad  to  inchidt  tihrar  ora  and  bullion  roportad  aaparataly 
wior  la  1606.  Export  atatiatica  covarall  marchandiat  ahippad  from  tha  U.S.  cuatoma  traa,  axcopt  auppliaa  for  U.S.  Armad 
Farcta.  Export  aahiat  aro  tA.a.  port  of  axport  and  iachida  ahipmanta  undar  Agancy  for  Intornotional  Dovatopmant  and 
Food  far  Paaca  programa  at  aralf  ta  other  privato  raNof  ahipmanta.  Import  valuoa  art  dofinad  ganarally  at  ma  markal 
aahn  in  tha  foraign  country,  oxcluding  tha  U.S.  import  duty  and  tranaportation  cotta  auch  at  otaan  fraight  and 
mariat  intaranca. 

Saurca:  Dopartwant  of  Comntrea,  Baraaa  al  lalarnalional  Commarca. 


>  IndudM  Finland,  Yntoslavia,  Grancn,  and  Turtwy. 

*  Comiitt  of  coftain  low-vaioad  shipmants  not  idontHM  by  coontry. 

Nola.— Ooiyolopod  countrios  includo  Canada,  Wostom  Europa,  Japan,  Australia,  Now  Zaaland,  and  tho  Rapublic  of 
South  Africa.  Dovolopini  countrios  includo  rost  of  tho  world  oxcopt  Conununist  aroas  in  Eastom  Europo  and  Asia  and 
unidontifiod  countrios. 

Souroo:  Dopartmont  of  Comnwrco,  Buroau  of  Intomational  ComnMrca. 
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Taslb  B-90. — V.S.  ovtrstat  Imuu  mtd  grants,  fy  typt  and  area,  fiscal  jnars,  190-71 
IMilUom  of  doNaral 


Typt  If  rngM  Md  Itcal 
Piftod 


Table  B-91. — InUrnatienal  rutnu,  1949, 1953,  mud  1966-71 


[MIWom  •(  doHan;  and  o(  parMI 


Araa  aad  couatiy 

19«9 

1953 

I9t6 

19(7 

19M 

19(9 

1970 

1971 

Sa^ 

tambar 

Na- 

vambar 

45,(35 

51,7(0 

72,(40 

74,270 

77,330 

79,190 

92,495 

117, 330 

Davalopod  araaa . 

37.245 

41,375 

(0,523 

(1,2(1 

S3,24S 

(2,(41 

74,320 

99,3(0 

M.561 

UaKad  Stataa . 

2(.024 

23.4S( 

14,  M2 

14,(30 

15,710 

1(,9(4 

14,4(7 

12,130 

12,130 

Ualtad  Klnfdoin . 

1,752 

2,(70 

3,0(9 

2,0(5 

2,422 

2,527 

2.(27 

5,013 

(572 

Otbar  Waatarn  Europa . 

(.455 

10,500 

35,30S 

3(,733 

3(.172 

33,(19 

44.(52 

59,949 

57,722 

Aa  stria . 

92 

325 

1,333 

1,4(4 

1, 510 

1,537 

1.7S( 

2,231 

Bdfhim . 

97S 

1. 144 

2,350 

2,5(0 

2, 1(7 

2,3M 

2,(47 

3,424 

Franca . 

510 

(29 

(,733 

(,994 

4.201 

3,(33 

4,9(0 

7.310 

Garauay . 

I9( 

1. 773 

(,029 

(,153 

9,94( 

7,129 

13,(10 

1(,95( 

■St&j 

It^ . 

<’> 

7ti 

4,911 

5,4(3 

5,341 

5,045 

5,352 

t,es6 

(.431 

Natbartands . 

434 

1,232 

2.4a 

2,(19 

2,4(3 

2,529 

3,234 

3,(09 

3,553 

Scaadlaavian  eoan- 

tilaa  (DaaaMrIi, 

Flalaad,  Norway, 

and  Swadan) . 

537 

1,02( 

2,341 

2.23( 

2,315 

2,213 

2.539 

3.121 

3.329 

Spain . 

(') 

ISO 

1,253 

1. 100 

1.U9 

1,2(1 

1,(17 

2,949 

3,104 

Switzarland . 

ItK 

1.7M 

3,545 

3,(9( 

4,293 

4,425 

5,132 

(.549 

(.531 

Otbar » . 

1,222 

','44 

2,3(5 

2,3N 

2,7(5 

3,239 

3,3M 

4, 135 

•4.401 

Canada . 

1, 197 

1,902 

2,702 

2,717 

3,04( 

3,109 

4,(79 

4.  M2 

5,274 

Japan. . 

0) 

(92 

2,119 

2,030 

2.90( 

3,(54 

4,(40 

13,3(4 

14,  (3( 

AaatraUa,  Naw  Zaaland, 

aad  Soatb  Africa . 

1,5(7 

1,953 

2,413 

2,277 

2,990 

2,772 

2,(31 

3,(92 

4,017 

(.390 

10,405 

12,115 

12,(90 

14,0(5 

15,550 

19, 175 

20,970 

Latin  America . 

2.775 

3.400 

3,175 

3,450 

3,935 

4,495 

5,(70 

(000 

•  (.420 

Middla  East . 

1,475 

1,200 

2,915 

3,295 

3,310 

3,035 

3.120 

4. 315 

Otbar  Asia . 

3,395 

3;  (40 

3,(90 

4,075 

4,205 

4,(20 

5,145 

5,320 

•5,300 

Otbar  Africa . 

•290 

1,(00 

2,0(0 

2,100 

2,4(5 

3,055 

4,125 

5,130 

■  Nal  ivaHaMt  MparaMy. 

•  la  addmaa  to  othai  Wastarn  Earapaaa  coaatrtaL  Madat  unpabHahad  gold  raaanras  af  Graaea  aad  aa  aatbaala  al 
■aid  la  ba  dMribalad  by  tba  Tripartita  Comailaslon  wr  tba  RastHatioa  al  Manalary  GaM. 

•  ladadaa  aapabHabad  fold  boMlaca  not  allocabla  by  araa. 

<  Eatbaata. 

Mala.— ladadaa  gtU  hatdlnta.  raaarva  patMana  la  tba  Intamalloaal  Maaatan  Faad,  aad  taratfa  tadwafa  al  dl  caaatrlaa 
aacapt  U.S.S.R.,  olbaf  Eaalara  Earopaaa  coantrlaa.  Caaiaiaalat  China,  aad  Caba  (altar  19(0). 

Baiilaalna  1IS9,  arban  aioat  ol  tba  major  earraadaa  al  tba  arorM  bacaam  eoaaartibla,  data  aidada  kaaara  boMIncs  al 
lacaavartMa  carrandaa,  balancat  andar  paymanb  afraamants,  aad  tba  bdatard  dahns  arWa(  tram  Mpaidaliaa  ol  tba 
Eaiapaan  Payamata  Unioa. 


laaiaa:  lataraaUaad  Maaatary  Faad.  ‘‘lalaraaliaad  Fbiaarial  StatWea.' 


•  IndudM  mM  told  to  tho  Un.tod  StitM  by  tho  IntoniatioMl  MontUry  Fund  (IMF)  with  tho  rirtt  of  rtpurchato,  which 
wiHNintod  toltfOO  million  on  Oooombor  Jl,  1971.  Bofinnlni  So|>tofflbfr  1965  ilio  inchidot  fold  dopotitod  by  tho  IMF  to 
mitipto  tho  impoet  on  tho  U.S.  fold  stock  of  purchatos  by  foroiin  countries  for  fold  subscriptions  on  inerMsod  IMF 
quotas.  Amount  outstandinf  was  1144  million  on  Oocombor  3l,  1971.  Tho  Unitod  Stalos  has  a  corrospondinf  fold  liability 
to  tho  IMF. 

•  Indudos  fold  in  Exchanp  Stabilizatioa  Fund. 

'  Indudos  initial  allocation  on  January  1, 1970  of  SS67  million  and  second  allocation  on  January  1, 1971  of  S717  million 
of  special  drawini  rights  (SDR)  in  tho  Spo^l  Drawinf  Account  in  the  IMF,  plus  or  minus  transactions  in  SDR. 

•  Indudos  hddinp  of  Treasury  and  Federal  Retarvo  System. 

•  In  accordance  with  Fund  pdicies  the  United  States  has  the  right  to  draw  foreign  currencies  eouivalent  to  its  reserve 
position  in  the  Fund  virtually  automatically  if  needed.  Under  appropriate  conditions  the  United  States  could  draw  addi¬ 
tional  amounts  equd  to  the  United  States  quota. 

•  Raserve  position  includes,  and  gold  stock  excludes,  S2S9  million  gold  submription  to  the  Fund  in  June  1965  for  a  U.S. 
quota  increase  which  became  effedive  on  February  23, 1966.  In  figures  published  by  the  Fund  from  June  1965  through 
January  1966,  this  gold  subscription  was  indudod  in  the  U.S.  gold  stock  and  oxdudad  from  the  reserve  position. 

r  Includes  uin  of  S67  million  resulting  from  revaluation  of  German  mark  in  October  1969,  of  which  $13  million  represents 
pin  on  mark  holdinfs  at  time  of  revaluation. 

•  Includes  $28  mHUon  increase  in  dollar  value  of  foraip  currencies  revalued  to  reflect  market  axchanp  rates  as  of 
December  31, 1971. 

Note.— Gold  bold  under  earmark  at  Federal  Reserve  Banks  for  foreign  and  international  accounts  is  not  indudod  in 
the  gdd  stock  of  the  Unitod  States. 

Seuices:  Troawry  Deprtment  and  Board  of  Govornors  of  the  Federal  Reserve  System. 


BaMsIseki 

CenverWe 

drewhw 

twaloa 

rl^iin 

TaMi 

Trseeary 

20,706 

20,700 

20,929 

26,021 

22,080 

2t794 

29,790 

24,390 

24,244 

21,014 

24,903 

24,4a 

24,106 

22,020 

2t708 

24,290 

2t873 

22.809 

24,714 

a,  292 

2|,ia 

29,491 

a.  001 

n030 

2t9n 

21,703 

2i!713 

22.797 

*1.753 

21,000 

21,066 

a,  090 

21,940 

24,832 

a,  097 

22.  ai 

a.  540 

20,502 

20,534 

21,904 

19,507 

19. 4M 

19,390 

17,804 

17,7a 

18,753 

16.947 

10.809 

116 

17,220 

16.057 

19,9a 

N 

16.043 

15,900 

19,513 

212 

16,  ta 

19.471 

19,388 

4a 

15,450 

•13,806 

•13,7n 

701 

14,802 

13,239 

13, 199 

i.ai 

14,830 

U,005 

11,9a 

2,349 

15,710 

10,8a 

10.3a 

3.5a 

*16,964 

11,850 

10,  M7 

•2,ai 

14,487 

11.  oa 

10,7a 

HI 

oa 

•12,167 

10,206 

10,  la 

1,100 

•2a 

17,396 

11,8a 

11,  N7 

ON 

2.294 

17,670 

11,906 

11.  »7 

919 

2.3a 

17,350 

11,903 

11,3a 

920 

1,950 

16,919 

11.9a 

11,  M7 

926 

1,M1 

16,165 

11,900 

11,3a 

925 

9M 

16,328 

11,809 

11.  a7 

H7 

i,ia 

16,065 

11,934 

11,3a 

Ml 

716 

15, 7K 

11,817 

11,  X7 

Ml 

OH 

15,527 

11,494 

11,117 

Ml 

1,0N 

15,120 

11,495 

11,117 

Ml 

811 

14,891 

11.4a 

11,117 

Ml 

640 

14,487 

11.  oa 

10,7a 

HI 

6a 

14,699 

11,040 

10,7a 

1,4N 

491 

14,534 

11.  oa 

10,7a 

1.4M 

a7 

14,342 

10,963 

10,7a 

1,443 

2a 

14,307 

10,925 

10.7a 

1,443 

tSJ 

13,811 

10,568 

10,3a 

1,247 

318 

13,504 

10,507 

10,3a 

1,247 

3a 

13,283 

10,453 

10,3a 

1,147 

2M 

12, 128 

10,209 

10,  la 

i,n7 

248 

12, 131 

10,207 

10,  la 

i.n7 

2M 

12, 146 

10,207 

10,  la 

1, 100 

2a 

U,131 

10,206 

10,  la 

1,100 

243 

•12,167 

10,206 

10,  la 

1,100 

•  276 

Tabu  B-9S.  ’Pritt  €kamgu  m  imlmmUmat  t96S-7t 


NMiftmM  bn*  iMl*ls  >. 


■  T«riM  •(  trad*  liid*x*s  era  vnlt  valm  index**  *1  experts  divided  by  entt  veta*  indexes  *1  Impert*. 
>  DsU  era  ter  second  querter  U71. 

'  [nckdei  Jspsn. 

<  inchides  nonleed  Mi  snd  forest  prodects. 

'  Dots  ter  nunntsctiired  |oods  sr*  enit  vsim  indexes. 

Net*.— Dots  exchid*  trad*  of  CemiiNisist  sroes  in  Eistern  Eniop*  (except  Ymosiavis)  end  Axis. 
Seerces:  United  Notion*  snd  Depertment  *1  Cemmerc*  (Bnrseii  s(  intenwtlonai  Cenunercs). 
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Table  B-94. — Consumer  price  indexes  in  the  United  States  and  other  major  industrial  countries, 

1957-77 

(1963«100] 


Poriod 

United 

States 

Canada 

Japan 

Franca 

Germany 

Italy 

II 

United 

Kingdom 

J*57 . 

91.9 

91.7 

79.3 

69.6 

99.1 

93.2 

99 

96.9 

ItM . 

94.4 

94.1 

79.9 

90.1 

90.0 

95.5 

90 

99.5 

IIM . 

95.2 

95.1 

79.9 

95.0 

90.9 

95.1 

91 

90.0 

INO . 

96.7 

96.2 

92.6 

99.1 

92.1 

97.1 

93 

90.9 

IMt . 

97.7 

97.1 

97.0 

91.0 

94.3 

99.9 

95 

94.0 

1M2 . 

99.9 

96.3 

93.0 

95.4 

97.1 

93.1 

97 

99.0 

IM3 . 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100 

100.0 

1H4 . 

101.3 

101.9 

103.9 

103.4 

102.3 

105.9 

106 

103.3 

1965 . 

103.1 

104.3 

110.7 

106.0 

105.9 

iia7 

111.0 

109.2 

1966 . 

106.0 

109.2 

116.4 

106.9 

109.5 

113.3 

117.4 

112.4 

1967 . 

109  1 

112.0 

121.0 

111.9 

111.1 

116.9 

U1.4 

115.2 

1961 . 

113.6 

116.6 

127.5 

116.9 

113.1 

119.5 

125.9 

120.6 

1969 . 

119.7 

122.0 

134.1 

124.4 

116.1 

121.6 

135.3 

127.2 

1970 . 

126.9 

144.4 

131.2 

120.6 

127.6 

141.3 

135.3 

1971  • . 

132.3 

152.7 

137.6 

125.2 

133.1 

151.1 

147.3 

1969:  1 . 

117.0 

119.3 

130.5 

121.6 

115.3 

119.7 

II . 

119.0 

121.6 

132.9 

123.2 

116.0 

Ill . 

HSU 

123.1 

135.9 

124.7 

116.0 

■  ''#1 

IV . 

123.9 

137.5 

126.5 

117.0 

136.5 

129.0 

1970:  1 . 

124.2 

125.0 

141.1 

129.0 

119.4 

125.4 

139.2 

131.5 

II . 

126.2 

126.1 

142.9 

130.6 

120.4 

127.1 

140.4 

134.6 

Ill . 

127.6 

126.7 

144.6 

131.9 

120.6 

129.1 

142.5 

136.1 

IV . 

129.3 

126.5 

149.2 

133.4 

121.7 

130.1 

144.1 

139.0 

1971:  1 . 

130.3 

127.1 

150.5 

135.3 

124.4 

131.7 

147.3 

II . 

129.9 

152.4 

137.4 

126.3 

133.2 

151.1 

Tj  -1 

Ill . 

130.9 

155.3 

139.3 

127.3 

134.3 

153.3 

IV  » . 

111 

131.1 

159.4 

140.7 

129.3 

135.0 

156.0 

■1 

>  For  Uoltod  SUtos,  12-montti  ovorofo;  for  oil  otlior  countrios,  Jonuory-Octobor  avoraio,  oxcopt  Italy  and  Japan 
Janoaiy-Soptofflbar  avaraio. 

•  Octobor-Docoflibar  avarago  (or  Unitod  Statos;  Octobar  data  for  all  othar  countrias,  axcapt  Saptambar  data  for  Italy  and 
Japan. 

Saureoa:  DopartMont  of  Labor  and  Organization  for  Economic  Cooporation  and  OovalopmoBL 
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